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COMMITTEE HEARINGS
COMMITTEE ON THE JUDICIARY

The Special Subcommittee on Bank-
ruptcy and Reorganization of the Com-
mittee on the Judiciary will conduct
hearings on H. R. 7356, to amend section
75 (a) of the act entitled *An act to estab-
lish a uniform system of bankruptey
throughout the United States,” approved
July 1, 1898, as smended, at 10 a. m,,
on Friday, October 9, 1942, room 346,
House Office Building.

COMMITTEE ON PATENTS
(Tuesday, October 13, 1942)

The Committee on Patents of the House
of Representatives will hold hearings be-
ginning Tuesday, October 13, 1942, at 10
a. m., in the committee room, 1015 House
Office Building, on H. R. 7620, a bill to
provide for adjusting royalties for the
use of inventions for the benefit of the
United States, and for other purposes.

EXECUTIVE COMMUNICATIONS, ETC.

1958. Under clause 2 of rule XXIV, a
letter from the Attorney General of the
United States transmitting a draft of a
proposed bill to amend the Criminal Code
s0 as to punish anyone injuring a party,
witness, or juror on account of his having
acted as such, was taken from the
Speaker’s table and referred to the
Committee on the Judiciary.

REPORTS OF COMMITTEES ON PUBLIC
BILLS AND RESOLUTIONS

Under clause 2 of rule XIII, reports of
committees were delivered to the Clerk
for printing and reference to the proper
calendar, as follows:

Mr. MAY: Committee on Military Affairs.
B. 2442, An act to authorize the Secretary
of War to approve a standard design for a
service flag and a service lapel button; with-
out amendment (Rept. No. 2518). Referred
to the Committee of the Whole House on the
state of the Union,

PUBLIC BILLS AND RESOLUTIONS

Under clause 3 of rule XXII, public bills
and a resolution were introduced and
severally referred as follows:

By Mr. LEA:

H.R.7667. A bill to authorize the charging
of tolls for the passage or transit of Govern-
ment trafiic over the Gelden Gate Bridge; to
the Committee on Interstate and Foreign
Commerce.

By Mr. LECOMPTE:

H.R. 7668. A bill to amend the act entitled
“An act for the incorporation of the Ameri-
can Legion,” as amended, and matters relat-
ing thereto; to the Committee on the Judi-
ciary.

By Mr. VOORHIS of California:

H.R.7660. A bill to provide deferment
under the Selective Service Act for men with
dependents employed in agriculture; to the
Committee on Military Aflairs,

By Mr. WELCH:

H.R.T7670. A bill to authorize the charg-
ing of tolls for the passage or transit of Gov-
ernment traffic over the Golden Gate Bridge;
to the Committee on Interstate and Foreir
Commerce,

By Mr. RAMSPECK:

H. Res. 550. Resolution to nauthorize the
Committee on the Civil Service to Investi-
gate varlous activities in the departments
and agencies of the Government; to the Com-
mittee on Rules,
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PRIVATE BILLS AND RESCLUTIONS
Under clause 1 of rule XXII,

Mr. McGEHEE introduced a bill (H. R.
7671) for the relief of Capt. Richard Roth-
well, United States Marine Corps, which was
referred to the Committee on Claims,

SENATE

TuurspAY, OcToper 8, 1942

(Legislative day of Monday, Oclober 5,
1942)

The Senate met at 11 o’clock a. m., on
the expiration of the recess.

Rev. Paul V. Yinger, pastor, Cleveland
Park Congregational Church, Washing-
ton, D. C., offered the following prayer:

They that wait upon the Lord shall
renew their strength; they shell mount
up with wings as eagles; they shall run
and not be weary,; they shall walk and
not faint.—Isaiah 40: 29-31.

Let us pray:

In Thy presence alone, Father of Life,
we see the light of truth. Thou art the
Creator and the Life Giver. In Thy
hands are held the fragments of our
little days. We need each morning Thy
sustaining strength, and every night Thy
renewing spirit.

Until we see ourselves as Thy creatures
our years are as grass. Unless Thy love
surrounds us, a great dread commands us.

Be to us, then, O God, a bulwark in
times of stress, a source of high-en-
circling courage, a fountain in the heat
of the day, and a haven from all false
fears.

Keep our minds this day from every
partial loyalty. Make us sensitive to
every influence of Thy spirit. May the
worthy leanings of our hearts find ready
expression, by Thy grace.

Hear our words and discern our
thoughts, and give us of Thyself. In
Christ's name we pray. Amen,

THE JOURNAL

On request of Mr. BarxLEY, and by
unanimous consent, the reading of the
Journal of the proceedings of the calen-
dar day Wednesday, October 7, 1942,
was dispensed with, and the Journal was
approved.

MESSAGE ¥ROM THE PRESIDENT

A message in writing from the Presi-
dent of the United States submitting sev-
eral nominations in the Army was com-
municated to the Senate by Mr. Miller,
one of his secretaries.

USE OF GOVERNMENTAL SILVER—NOTICE
OF HEARING

Mr, MALONEY. Mr. President, as
chairman of the Subcommittee on Coin-
age and Philippine Currency of the
Banking and Currency Committee of the
Senate, I desire to give notice, through
the CowgressioNAL Recorp, that I am
calling a hearing to consider Senate bill
S. 2768, to authorize the use for war
purposes of silver held or owned by the
United States, to be held on Wednesday,
October 14, 1942, in the Banking and
Currency Committee room.

OCTOBER 8

This notice is given for the convenience
of interested parties who may desire to
appear and be heard.

CALL OF THE ROLL

Mr, HILL., I suggest the absence of a
quorum,

The VICE PRESIDENT. The clerk
will call the roll.

The Chief Clerk called the roll, ang
the following Senators answered to their
names:

Alken Gerry O'Daniel
Austin Glllette O'Mahoney
Balley Green Overton

Ball Guffey Pepper
Bankhead Gurney Radcliffe
Barbour Hatch Reed

Barkley Hayden Reynolds
Bilbo Herring Rosier

Bone Hill Schwartz
Brewster Holman Shipstead
Brooks Johnson, Calif. Smathers
Brown Johnson, Colo. Smith
Bulow Kilgore Spencer
Bunker La Follette Stewart
Burton Langer Taft

Butler Lee Thomas, Idaho
Byrd Lodge Thomas, Okia.
Capper Lucas Thomas, Utah
Caraway McCarran Truman
Chandler McFarland Tunnell
Chavez McKellar Tydings
Clark, Idaho McNary Vandenberg
Clark, Mo. Maloney Van Nuys
Connally Maybank Wagner
Dansher Mead Wallgren
Davis Millikin Walsh
Downey Murdock Wheeler
Doxey Muwrray White
Ellender Norris Wiley

George Nye Willis

Mr. HILIL. I announce that the Sena-
tor from Virginia [Mr. GrLass]l and the
Senator from Delaware [Mr. HucHES] are
absent from the Senate because of illness.

The Senator from Florida [Mr. An-
prREWs], the Senator from New York {Mr.
Meap], and the Senator from Georgia
[Mr. RusseLL] are necessarily absent.

Mr. McNARY. I announce that the
Senators from New Hampshire [Mr,
Brinces and Mr. Toeey] are necessarily
absent.

The VICE PRESIDENT. Ninety Sena-
tors have answered to their names. A
quorum is present.

APPRAISAL OF ASSETS AND LIABILITIES

OF THE COMMODITY CREDIT CORPO-

RATION

The VICE PRESIDENT laid before the
Senate a communication from the Presi-
dent of the United States, which, with the
accompanying report, was referred to the
Committee on Banking and Currency,
and the communication was ordered to be
printed in the REcorp, as follows:

TrE WhHITE HOUSE,
Washington, October 8, 1942.

My Dear MRr. PresieEnT: I have the
honor to transmit herewith for the in-
formation of the Congress a letter dated
September 4, 1942, from the Szcretary of
the Treasury transmitting, pursuant to
the provisions of the act approved
March 8, 1938 (52 Stat. 107), as amended,
an act to maintain unimpaired the cap-
ital of the Commodity Credit Corpora-
tion at $100,000,000 and for other pur-
poses, an appraisal of all the assets and
liabilities of the said Corporation as of
March 31, 1942, On the basis of such
appraisal the Commodity Credit Corpo-
ration has deposited in the Treasury the
sum of $27,815,513.68.
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During the fiscal year 1938, it was nec-
essary for the Congress to appropriate
$94,285,404.73 to maintain unimpaired
the capital of the Commodity Credit
Corporation, and it was necessary for the
Congress to appropriate for the fiscal
years 1939 and 1941 further amounts of
$119,599,918.05 and $1,637,445.51, respec-
tively. The payment, made by the Cor-
poration in the fiscal year 1940, amount-
ing to $43,756,731.01, together with the
payment for the fiscal year 1942 of $27,-
815,513.68, results in net expenditures by
the Congress for the last 5 years
amounting to $143,950,523.60.

The policy adopted by the Congress
and incorporated in the act approved
March 8, 1938, as amended, providing for
an annual appraisal of the assets of the
Commodity Credit Corporation, makes it
possible to include in each annual Bud-
get the expenditures necessary to sup-
port the program which the Corporation
is engaged upon or the receipts which the
Government receives from that activity.

Very sincerely yours,
FrRaNKLIN D. ROOSEVELT.

Hon. HENRY A. WALLACE,

President of the Senate,
Washington, D. C.
[Attachment.]

EXECUTIVE COMMUNICATIONS

The VICE PRESIDENT laid before the
Senate the following communications,
which were referred as indicated:

CoLrision CraiMs, Navy DEPARTMENT (S. Doc.
No. 251)

A communication from the President of
the United States, transmitfing an estimate
of appropriation to pay claims for damages
by collision or damages incident to operation
of naval vessels, amounting to $2,266.99; to
the Committee on Appropriations and ordered
to be printed.

DaMAGE Cramms, War DEPARTMENT (5. Doc.
No. 252)

A communication from the President of
the United States, transmitting an estimate
of appropriation to pay claims for damages
due to military operations, amounting to
$1,667; to the Committee on Appropriations
and ordered to be printed.

DAMAGES TO PRIVATELY OWNED PROPERTY
(8. Doc. No. 263)

A communication from the President of
the United States, transmitting estimates of
appropriations to pay claims for dameges to
privately owned property, amounting to #68,-
283.50; to the Commitfee on Appropriations
and ordered to be printed.

JUDGMENTS RENDERED AGAINST THE GOVERN-

MENT BY DisTRICT COURTS (S. Boc. No. 254)

A communication from the President of
the United States, transmitting, pursuant to
law, records of judgments rendered against
the Government by United States distriet
courts, amounting to $11,500.67; to the Com-
mittee on Appropriations and ordered to be
printed.

JUDGMENTS RENDERED BY THE COURT OF CLAIMS
{S. Doc. No. 255)

A communication from the President of
the United States, transmitting, pursuant to
law, a list of judgments rendered by the Court
of Claims, amounting to $322,612.58; to the
Committee on Appropriations and ordered to
be printed.

CrAmv ALLOWED BY THE GENERAL ACCOUNTING
Orrice (S. Doc. No. 266)

A communication from the President of

the United States, transmitting, pursuant to
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law, an estimate of appropriation for the
payment of a claim allowed by the General
Accounting Office, amounting to $3.85; to the
Committee on Appropriations and ordered to
be printed. .

CLATMS ALLOWED BY THE GENERAL ACCOUNTING

OrFicE: PHILIPFINE TrAVEL Pay (8. Doc.

No, 257)

A communication from the President of
the United States, transmitting, pursuant to
law, an estimate of appropriation, amount-
ing to $17,738.86, for the payment of claims
allowed by the General Accounting Office
relating to certain Philippine travel pay in
connection with the War with Spain; to the
Committee on Appropriations and ordered to
be printed.

' SCHEDULE OF CLAIMS ALLOWED BY THE GENERAL

AccoUNTING OFFICE (S. Doc. No. 258)

A communication from the President of
the United States, transmitting, pursuant to
law, a schedule of claims allowed by the Gen-
eral Accounting Office, amounting to $632,-
301.58; to the Committee on Appropriations
and ordered to be printed.

SUPPLEMENTAL ESTIMATE, DEPARTMENT OF JUS-
Tice (8. Doc. No. 259)

A communication from the President of
the United States, transmitting a supple-
mental estimate of appropriation, fiscal year
1943, for the Department of Justice, amount-
ing to $225,000; to the Committee on Appro-
priations and ordered to be printed.

DEFICIENCY AND SUPPLEMENTAL ESTIMATES, IN-
TERIOR DEPARTMENT (8. Doc. No. 260)

A communication from the President of
the United States, transmitting deficiency
and supplemental estimates, fiscal years 1942
and 1943, for the Department of the Interior,
amounting to $11,501,500, together with a
draft of a proposed provision pertaining to
existing appropriations; to the Committee on
Appropriations and ordered to be printed.

ProPOSED PrOVISION RELATING To EXISTING
APPROPRIATIONS, INTERSTATE COMMERCE COM~
missioN (S. Doc. No. 261)

A communication from the President of
the United States, transmitting a draft of
a proposed provision relating to existing ap-
propriations, fiscal year 1943, for the Inter-
state Commerce Commission; to the Commit-
tee on Appropriations and ordered to be
printed.

SUPPLEMENTAL ESTIMATE, LIBRARY OF CONGRESS
(S. Doc. No. 262)

A communication from the President of
the United States, transmitting a supple-
mental estimate of appropriation for the leg-
islative establishment, Library of Congress,
fiscal year 1943, amounting to $20,000; to the
Committee on Appropriations and ordered to
be printed.

ProPosSED PROVISION PERTAINING TO EXISTING
APPROPRIATIONS, DEPARTMENT OF COMMERCE
{S. Doc, No. 263)

A communication from the President of
the United States, transmitting a draft of
a proposed provision pertaining to existing
appropriations, Department of Commerce, for
the fiscal year ending June 30, 1943; to the
Committee on Appropriations and ordered to
be printed. =
SUPPLEMENTAL ESTIMATE, TREASURY DEPART-

MENT (S. Doc. No. 264)

A communication from the President of
the United States, transmitting a supple-
mental estimate of appropriation for the
Treasury Department, fiscal year 1843,
amounting to $1,200,000; to the Committee
on Appropriations and ordered to be printed.

PETITIONS

Mr. TYDINGS presented petitions of
sundry citizens of the State of Maryland,
praying for the enactment of Senate hill
860, to prohibit the sale of alcoholic
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liquor and to suppress vice in the vicinity

of military camps and naval establish-

ments, which were ordered to lie on the

table,

NEW YORK CONFERENCE ON TAXATION
AND INFLATION — SEVEN-POINT TAX
PROGRAM

Mr. LANGER. Mr. President, I ask
unanimous consent to have printed in
the ReEcorp and appropriately referred a
letter dated at Washington, D. C., Oc~
tober 7, 1942, from Martin Popper, execu-
tive secretary of the National Lawyers
Guild, and also an enclosure with the
letter headed “New York conference on
taxation and inflation—Seven-point tax
program for victory.”

There being no objection, the letter,
with its enclosure, was ordered to lie on
the table and to be printed in the REcorp,
as follows:

NarioNAL LAwYERS GUILD,
Washington, D. C., October 7, 1942,

Dear SewaTor: The tax bill introduced by
the Benate Finance Committee would soak
the poor, benefit the prosperous, and injure
production. Instead of recapturing the rec-
ord-high profits of corporations and ade-
quately taxing incomes and inheritances of
the wealthy, the Finance Committee prefers
to extract the essential vitamins from the
lunch boxes of our production soldiers. At
a time when equality of sacrifice is a mili-
tary necessity for victory, the Finance Com=-
mittee proposes the most punitive soak-the-
peor tax bill in Amerlea's history, while favor-
ing the privileged few.

Although the cost of living has risen above
17 percent since January 1, 1941, the Senate
Finance Committee proposes to lower the
1941 personal exemptions 20 percent for mar-
ried couples, 33'; percent for single persons,
and 33% percent for dependents. The
meager exemptions under existing law would
be cut to submarginal levels—from $1,500 to
$1,200 for married persons; from $750 to $500
for individuals; and from $400 to §300 for
dependents. The starting income-tax rate of
10 percent would be practically doubled,
starting at 19 percent on the first dollar of
taxable income. These changes In the reg-
ular income tax would add $885,000,000 in
taxes to the Income classes of $2,000. On
top of this, the so-called Victory tax, which
hits all gross incomes above $12 a week, would
extract an additional $632,000,000 from those
whose average income is 82,200 or less—based
on the Office of Price Administration statis-
tics on 1942 national income. The “gross in-
justice tax” coupled with the drestic reduc-
tions in personal exemptions to submarginal
levels would take more than a billion and a
half in additional taxes from the low-income
groups who can hardly maintain a decent
standard of living at present.

Existing income-tax exemptions and de-
pendency credits must not be lowered; the
so-called Victory tax, which is a camoufiaged
sales tax, must be rejected, for such unjust
taxation would seriously hamper the war
effort by depriving our production soldiers of
the calories needed for efficient production.

The proposed ta®ation on corporate profits
is inadequate and should be increased. The
tax bill would leave corporations about $10,-
000,000,000 after taxes—or more than twice
what they had left after taxes in 1939, the
last pre-war year.

Special privileges and loopholes should be
eliminated and thereby raise another billion
in revenue from ability-to-pay sources. All
income from Government securities should
be taxed, percentage depletion granted oil
and mining companies should be eliminated,
and mandatory returns should be required.

At a conference on taxation and inflation,
held in New York City on September 26, and
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attended by several hundred delegates rep-
resenting bar, labor, civic, and consumer
organizations, a seven-point tax program
was adopted to ralse the billions in revenue
needed for victory based on principles which
would fit into the pattern of a democracy
paying the tax costs of this people’s war for
survival. :

A copy of the program is enclosed. We
urge you to adopt the seven-point program
advocated by the conference in substitution
for the Finance Committee's tax bill.

Respectfully yours,
Ma=sTin POPPER,
Ezecutive Secretlary,

National Lawyers Guild.

NEW YORK CONFERENCE ON TAXATION AND IN-
FLATION — SEVEN-POINT TAX PROGRAM FOR
VICTORY

One of the key planks in the President’s
seven-point victory program calls for a fair
and equitable tax program to help stabilize
the cost of living and raise the billions in tax
revenue we need for victory this year.

But a small minority of Congressmen,
dominating the congressional committees
framing tax legislation, has thus far suc-
ceeded in scuttling the democratic ability-to-
pay proposals urged by the President. This
minority, in betrayal of the public interest,
has flatly refused to put an end to special
privileges and loopholes in our tax law, has
failed to recapture wartime profits, has re-
fused to support sufficiently heavy taxes on
the comfortable and upper-bracket imcomes,
and has instead adopted a soak-the-poor tax
policy.

On top of this, poli-tax Senator George of
Georgia has produced a so-called Victory tax
to hit all incomes above $12 a week of both
married and single taxpayers, regardless of
the number of dependents. The 5 percent
gross income tax, which has won the ap-
proval of the Senate Finance Committee, de-
serves its -more popular name, the “Gross
Injustice Tax." Actually, it is a camouflaged
eales tax dressed up in income-tax language,
which will cast the heaviest burden on those
who produce the weapons of war. Such taxza-
tion would undermine the standard of living
of our production scldiers, impair the moraie
of the American people, and impede war pro-
duction., The Victory tax would indeed con-
tribute to vietory—victory for the Axis.

The cornerstones of a people's Victory-tax
program for America at war should be:

1. Excess war profits should be recaptured
by an effective excess-profits tax at the rate
of 90 percent on all profits above 4 to 5 per-
cent of invested capital, and a special tax of
7215 percent on profits below 4 to 5 percent
of capital and in excess of average 1936-39
profits,

2, Higher rates should be Imposed on or-

income of corporations, above the 45
percent voted by the House and the 40 percent
voted by the Senate Finance Committee.

3. Heavy Increases should be made in indi-
vidual income-tax rates, with the present
$1,500 and 8750 exemptions retained, and a
$25,000 ceiling on Incomes, after taxes.

4. Special privileges shouid be abalished
which now grant tax shelters to recipients of
tax-free interest from governmental securi-
ties, which give oll and mining industries un-
reasonably high depletion allowances, and
which provide comfortable and large incomes
with an avenue of tax-escape via separate
returns.

5. An integrated estate and gift tax system
should be adopted, with a single exemption
of §20,000 and a single get of graduated rates
drastically inecr for all brackets.

6. The demagogic Victory tax which can
only contribute to victory for the Axis must
be rejected as must be a sales tax or other
tax burdens on the already heavily taxed low-
income groups.

7. An equitable pay-as-you-earn income tax
plan, which rules out the inequitable and
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unsound Ruml plan favering the wealthy,
should be adopted by granting to low-income
groups exemptions or credits on their 1942
incomes, and commencing on January 1, 1943,
a system of withholding at the source the
tax on wages, salaries, corporation dividends,
and corporation bond interest.

In this desperate war for survival, the re-
Jection of this sound tax program can only
serve to give aid and comfort to the enemy.
A grave responsibility rests on Congress to
see that the new revenue act is fashioned so
as to strengthen the unity of our people, to
mobilize the maximum production of tanks,
ships, and war material, not to retard such
production—never forgetting that a produc-
tion soldier, deprived of sufficient calories by
oppressive taxation, cannot effectively pro-
duce war materials.

The policy and principles upon which this
seven-point tax program are based would fit
into the pattern of a demccracy paying the
tax costs of this people's war for survival.
It would fit into the struggle against inflation
and the battle to keep the Nation's morale at
its highest peak. It would create a powerful
instrument for victory.

NarionaAL Lawyers GUILD.

SEPTEMBER 26, 1942,

REFPORT OF A COMMITTEE

The following report of a committee
was submitted:

By Mr. WALSH, from the Committee on
Naval Affairs:

8.2822. A bill for the relief of William
Kovatis; without amendment (Rept. No.
1635).

ENROLLED BILL PRESENTED

Mrs. CARAWAY, from the Committee
on Enrolled Bills, reported that on Octo-
ber 7, 1942, that committee presented
to the President of the United States
the enrolled bill (S. 2584) to permit ap-
pointment of White House Police, in ac-
cordance with the civil-service laws, from
sources outside the Metropolitan and
United States Park Police forces.

BILLS INTRODUCED

Bills were introduced, read the first
time, and, by unanimous consent, the
second time, and referred as follows:

(Mr. CLARK of Missourl introduced Senate
bill 2837, which was referred to the Com-
mittee on the Judiciary, and appears under
a separate heading.)

By Mr. TYDINGS:

5.2838. A bill to place the office of the
Becretary of the Territory of Alaska under
the classified civil service; to the Committee
on Territories and Insular Affairs,

By Mr. REYNOLDS:

5.2839. A bill for the relief of J. C. Munn;
to the Committee on Clalms.

By Mr. THOMAS of Idaho:

B.2840. A bill to provide for the walver
of the payment of premiums on Government
life insurance during the period the insured
is captured or interned by the enemy; to the
Committee on Finance,

By Mr. THOMAS of Oklahoma:

8.2841. A bill for the relief of W. Cooke;
to the Committee on Indian Affairs.

AMENDMENT OF ACT INCORPORATING
THE AMERICAN LEGION—EXTENSION OF
MEMBERSHIP

Mr. CLARK of Missouri. Mr. Presi-
dent, in 1919 Congress granted a charter
to an organization known as the Ameri-
can Legion, composed of veterans of the
first World War. Bince that time the
organization has grown to be the largest
and greatest servicemen’s organization in
the world.

: OCTOBER‘ 3

At the recent national convention of
the American Legion at Kansas City the
organization decided to open its ranks
and  invite men who had served in the
armed forces of the United States in the
present war to become members of the
organization. For that purpose it is
necessary that the Congress amend the
charter granted to the Legion in 1919,
and on behalf of the American Legion,
and as one of the original incorporators
of that organization, it gives me pleasure
to ask consent to introduce a bill for the
purpose.

There being no objection, the hill (8.
2837) to amend the act entitled “An act
to incorporate the American Legion,” ap-
proved September 16, 1919, so as to ex-
tend membership eligibility therein to
certain American citizens, honorably dis-
charged from the active military or
naval forces of the United States, or of
some couniry allied with the United
States during World War No. 2, was read
twice by its title and referred to the Com-
mittee on the Judiciary.

AMENDMENTS TO THE REVENUE
ACT OF 1942

Mr. LA FOLLETTE, Mr. OVERTON,
Mr. SMITH, and Mr. TAFT each sub-
mitted an amendment intended to be
proposed by them, respectively, to the
bill (H. R. 7378) to provide revenue, and
for other purposes, which were severally
ordered to lie on the table and fo be
printed.

LYLE L. BRESSLER

The VICE PRESIDENT laid before the
Senate the amendments of the House of
Representatives to the bill (S. 174) for
the relief of Lyle L. Bressler, which were
on page 1, line 6, after “$124.45,” to
insert “in full settlement of all claims
against the United States”, and on the
same page, line 6, to strike out “in the
payment.”

Mr. O'MAHONEY. I move that the
Senate concur in the amendments of the
House. The amendments are merely
techmnical.

The motion was agreed to.

BAYARD M. ATWOOD

The VICE PRESIDENT laid before the
Senate the amendment of the House of
Representatives to the bill (8. 2203) for
the relief of Bayard M. Atwood, which
was, on page 2, line 3, after “1940”, to
insert a colon and “Provided, That no
benefits shall acerue prior to the enact-
ment of this act.”

Mr. HAYDEN. Imove that the Senate
concur in the amendment of the House.

The motion was agreed to.

LILLIAN LABAUVE LINNEY

The VICE PRESIDENT laid before the
Senate the amendment of the House of
Representatives to the bill (S. 2317) for
the relief of Lillian LaBauve Linney,
which was, on page 1, line 7, to strike out
“$5,000" and insert “$7,117.50.”

Mr. ELLENDER. I move that the
Senate disagree to the amendment of the
House, request a conference with the
House on the disagreeing votes of the two
Houses thereon, and that the Chair ap-
point the conferees on the part of the
Senate.
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The motion was agreed to; and the
Vice President appointed Mr. ELLENDER,
Mr. StewarT, and Mr. BREWSTER con-
ferees on the part of the Senate.

AMENDMENT OF WOMEN'S ARMY
AUXILIARY CORPS ACT

The VICE PRESIDENT laid before the
Senate the amendment of the House of
Representatives to the bill (8. 2751) to
amend the act entitled “An act to estab-
lish a Women'’s Army Auxiliary Corps for
service with the Army of the United
States,” approved May 14, 1942, to create
the grade of field director in such corps,
to provide for enrolled grades in such
corps comparable to the enlisted grades
in the Regular Army, to provide pay and
allowances for all members of such corps
at the same rates as those payable to
members of the Regular Army in corre-
sponding grades, and for other purposes.

Mr. REYNOLDS. I move that the Sen-
ate disagree to the amendment of the
House, request a conference with the
House on the disagreeing votes of the
two Houses thereon, and that the Chair
appoint the conferees on the part of the
Senate.

The motion was agreed to; and the
Vice President appointed Mr. REYNOLDS,
Mr, Tromas of Utah, Mr. JounsoN of
Colorado, Mr, AustiN, and Mr. GURNEY
conferees on the part of the Senate.

IMPENDING SHORTAGE OF FUEL OIL IN
NEW ENGLAND

Mr. LODGE. Mr. President, in Sep-
tember, I addressed a letter to the Presi~
dent of the United States regarding the
unification of the petroleum problem. I
ask that my letter and the President's
reply be printed in the Recorp as a part
of my remarks,

There being no objection, the letters
were ordered to be printed in the Recorp,
as follows:

SEPTEMEER 4, 1942,
Hon. FrangLIN D. ROOSEVELT,
President of the United States,
The White House, Washington, D. C.

Dear Mr. PresmmENT: Only the seriousness
of the problem would justify me in taking
your precious time with a letter, and I would
not think of doing so unless the matter about
which I write carried such a grave threat to
our program for the production of weapons.

I refer to the impending shortage of fuel
oll in New England. This shortage will not
only threaten the health of all people who
must live in a cold-weather climate but it
menaces the many industries in this section
which need fuel oil in order to manufacture
weapons. The seriousness of these two dan-
gers must not be minimized. In studying
this question and in conferring with the nu-
merous agencles of the Government having
to do with it, I have been led to the conclu-
sion that, while the shortage is real, its effects
could be considerably reduced if two principal
things were done:

First. Unify the control of this problem un-
der ohe head instead of distributing the au-
thority, as is now the case, among a number
of different Federal agencies.

Second. Institute a Nation-wide rationing
or conservation plan so that amounts of fuel
oll now being used for nonessential purposes
in other parts of the country could be made
available to this section.

In order to accomplish this purpose I have
drafted legislation which confers additional
authority on the Executive. I enclose a copy
of the bill and would be deeply obliged to get
your reaction.
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I recognize that legislative action is slow
and that many of the things embodied in this
bill could be done by you without legislation.
I hope that you will take cognizance of this
important matter and act early so as to avert
the dangers which threaten New England and
which have such grave implications to the
Nation as a whole,

With assurances of my esteem and high
regard,
Faithfully and respectfully yours,

H. C. Longe, Jr.

Tae WHiTE HOUSE,
Washington, October 1, 1942,

My Dear SBENATOR Lopge: I have read with
much interest your letter of September 4, and
the enclosed copy of 8. 2716, a bill to estab-
lish a National Petroleum Administration,
which you have introduced in the Senate.

I share your view that governmental con=-
trol and direction of the problem of petro-
leum supply should be centralized in a single
agency. An intensive study has been under
way for some time to determine the type of
organization best suited to accomplish this
chjective and so designed as to fit into the
over-all pattern of organization of the war
agencies. A decision on ihis matter may be
expected within the near future.

Since statutory powers already exist to
create, by Executive order, an agency with
adequate power and responsibility to deal
with the oil problem, I do not think that
new legislation in this field is necessary at
this time.

Steps have already been taken to ration
fuel oil in the States on the Atlantic sea-
board and in the Midwest in order to dis-
tribute the available supplies equitably
among all affected. Affirmative action has
also been taken to Increase both the pro-
duction of fuel oil and the ability of our
transportation system to move such ofl to
the areas of shortage.

I have been assured by the agencies that
are primarily concerned that there will be
adequate fuel-oil supplies for all military
and essential industrial requirements, and
that all possible measures are being eflected
to minimize the shortage of fuel oil for
clvillan consumption.

I appreciate your interest in this matter,
and I am glad to have had the opportunity
to express to you my views on it.

Sincerely yours,
FRANKLIN D. ROOSEVELT.

Hon. H. C. LonGE, Jr.,

United States Senate.

THE UNWARRANTED ASSAULT ON AGRI-
CULTURE—ARTICLE BY SENATOR LA
FOLLETTE
[Mr. LA FOLLETTE asked and obtained

leave to have printed in the REcorp an article
entitled “The Unwarranted Assault on Agri-
culture,” written by himself and published
in the Progressive of Octocber 5, 1942, which
appears in the Appendix.]

SENATOR SMATHERS—EDITORIAL FROM
THE DAILY WORLD, OF ATLANTIC CITY,
N. I
[Mr., BUNEER asked and obtained leave to

have printed in the Recorp an editorial en-

titled “Senator SmaTtHErs: Pro and Con—

Eight Reasons Why Senator WiLriam H.

Smaraers Should Be Reelected,” published

in the Daily World, of Atlantic City, N. J,

October 6, 1842, which appears in the Ap-

pendix.]

STABILIZATION OF THE COST OF LIVING—
PRICE OF COTTON

Mr. BANKHEAD. Mr. President, I

wish to address myself to the junior Sen-

ator from Michigan [Mr. BrownN], and

ask him about a matter connected with
the recent anti-inflation stabilization bill.
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There has been much uncertainty in
cotton circles, and among cotton farmers,
about the effect of the new law and its
administration so far as the price of the
cotton which is now coming to market,
the present crop, is concerned. Since the
passage of the bill the price of cotton has
dropped as a result of this uncertainty,
based upon reports that the maximum
price, or the ceiling, might be reduced,
directly or indirectly, and that the parity
price might be changed, directly or in-
directly.

As a result of the circulation of these
reports throughout the Cotton Belt, the
price of cotton has dropped about $2 a
bale, which, of course, with a 14,000,000-
bale crop, means a $28,000,000 loss to the
cotton farmers, and unless the facts
about this matter are established, the
drop in the price may continue, with con-
sequent additional loss to the farmers.

During the consideration of the bill we
all understood that the maximum prices
provided in the act of October 2 were to
control. Briefly, but so that the RECORD
will show the facts, I wish to point out
that section 3 provides that, so far as
agricultural commodities ars concerned—

No maximum price shall be established or
maintained under authority of this act or
otherwise * * * below a price which will
reflect to the producers of such agricultural
commodity, the higher of the following prices:
First, parity as determined by the Secretary
of Agriculture; second—

The highest price received by such produc-
ers for such commodity between January 1,
1942, and September 15, 1942 (adjusted by the
Becretary of Agriculture for grade, location,
and seasonal differentials).

During the period referred to the price
of cotton was above parity, although it is
now below parity. The Senator from
Michigan was actively in charge of the
bill during its consideration. He was in
close contact with the administration the
whole time the bill was pending before
the Senate, and probably has been since,
and in order that the matter may be
adjusted for the benefit of the publie, and
especially everyone connected with the
cotton business in any way, so that the
producers will know what to do about it,
I wish to ask the Senator whether there
is any intention of trying in any way to
reduce the maximum price of cotton or
the parity price of cotton.

Mr. BROWN. Mr. President, in the
various discussions we have had there
was what I considered to be a very strong
indication that no movement is contem-
plated on the part of those in charge of
the administration of the act which
would justify the decline in prices which
occurred on the cotton market during
the last 2 or 3 days. I think it was in-
evitable that markets generally would
react unfavorably to the passage of the
bill, because the act definitely prevents
future increases in prices. That re-
action was quite clearly demonstrated
upon the various exchanges of the coun-
try. But it is my own judgment that, so
far as the actual situation is concerned,
and so far as concerns the contemplation
of those in charge of its administration,
those price declines were without justifi-
cation, and could not be -attributed in
any way to governmental action,
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Furthermore, the parity floor—and I
call it a floor when we consider it as a
bottom limitation—is unquestionably the
law, and so far as I know—and I think
I do know—there is nothing contem-
plated under the so-called highest-price=-
to-producers clause in the act which
would justify these downward movements
in the price of cotton.

Mr. BANKHEAD. I should like to ask
one further question. As I stated, the
Senator was one of the active authors
and managers of the bill, and he has been
in contact with the departments. In the
Senator’'s judgment, is it safe for the
farmers to assume, and to act upon the
assumption, that during the present
marketing season there will be no reduc-
tion in the maximum price of cotton, or
in the parity price?

Mr. BROWN. Certainly no such rep-
resentations were made to me by those
who will be in charge of the administra-
tion of this bill. I am not in any way
trying to prejudge the actions of the eco-
nomic stabilization chief, but that was
&PE understanding when we passed the

Mr. BANKHEAD. And since?

Mr. BROWN, Yes,

Mr. LANGER. Mr. President, I wish to
say in connection with the matter now
under discussion that I noticed in the
press that yesterday Mr. Byrnes issued an
order for the making of loans at only 85
percent of parity on wheat and corn.
Perhaps the Senator from Michigan also
saw that statement in the press.

Mr. BROWN. I anticipated that such
an order would be made. I have not
seen it.

Mr., LANGER. The Senator remem-
bers that we discussed the matter of par-
ity in that connection on the Senate

Mr. BROWN. Yes.

Mr. LANGER. As I understand, there
is no chance by way of conference with
those in charge of the administration of
the act of getiing the loan provision up
to 90 percent.

Mr. BROWN. Oh, yes; I should say
there was some chance. Under the bill
as it passed both Houses, the President
may fix such loans at any figsure between
85 and 90 percent of parity. That is a
matter entirely discretionary with the
President of the United States,

Mr. LANGER. In view of the fact
that the Senator from Michigan is a
Democrat, and quite close to those in
power, I wonder if I could get the Sena-
tor to use his good offices to have the loan
figure raised. I say that in view of the
fact that I received a letter this morning
from a farmer named William L. Zim-
mermann, of Amenia, N. Dak, from
which I gather that conditions there
seem to be worse than ever. I wonder
if the Senator would not use his good
efforts and influence along that line,

Mr. BROWN. Mr. President, I may
say that I have enough trouble with the
farmers in Michigan and do not want to
take on the farmers of the Dakotas also.
I will say to the Senator from North Da-
kota that, of course, it was my own view,
and I used whatever influence I pos-
sessed to bring about a result whereby
the President would have discretionary
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authority as to making feed loans be-
tween 85 and 90 percent. I will say tothe
Senator that I think, with his persuasive
ability, he can certainly present that
matter fairly to those in charge in the
administration; and if there is anything
I can do to assist the Senator, I shall be
glad to do so.

Mr. LANGER. Would the Senator ac-
company me sometime and talk to those
in charge of the administration of the
matter?

Mr. BROWN. I hope to go back to
Michigan to campaign within the next 2
or 3 days, but sometime I shall be glad
to assist the Senator from North Dakota.

Mr. LANGER. I thank the Senator
very much.

Mr. SMITH, Mr, President, I should
like to address a question to the Senator
from Michigan [Mr. Brown]l. In view
of the discretion lodged with the powers
that be, does the Senator have the im-
pression that benefit payments and other
payments made to the farmers from the
Treasury will be included in parity and,
therefore, will be deductible from any
maximum price?

Mr. BROWN. That subject, I will say,
has been beyond my ken in this matter.
It is a matter which, as the Senator from
South Carolina knows, came from his
Committee on Agriculture and Forestry
and not from the Committee on Banking
and Currency, and, of course, the Appro-
priations Committee has considerable to
do with it. I myself know of no contem-
plated changes in the present status. Of
course, I am unable to bind anyone in
that respect.

Mr, SMITH. The reason I asked the
question is that it was reported in the
newspapers that an Executive order was
issued which provided that benefit pay-
ments, such as those made for plant-
ings for certain soil improvements, and
so forth, would be included in the maxi-
mum price, because such benefit pay-
ments were said to be included in parity.
I simply wanted to know if the matter
was clear to all those who are dealing in
wheat and cotton and corn.

Mr. BROWN. I am not a sufficient
authority on that subject to give the
Senator any assurance which could be
binding upon anybody.

Mr. SMITH. I think the main thing
which is disturbing the trade is that the
authorities are going to calculate all thé
little checks which are sent to the farm-
ers for benefit payments, and include
those payments in the maximum price,
which will subtract to that extent from
the maximum price.

Mr. BROWN. I should say generally
that my understanding is that the pres-
ent status is fo be maintained. The pres-
ent marketing season is so far advanced
that I understand, from talks I have
had—and I cannot bind anybody on that
precise point—that the present status
“as is” is to be maintained.

Mr. SMITH. God grant it may be, but
I have my doubts.

MESSAGE FROM THE HOUSE—ENROLLED
BILLS SIGNED

A message from the House of Repre-
sentatives, by Mr. Calloway, one of its
reading clerks, announced that the
Speaker had affixed his signature to the
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following enrolled bills, and they were
signed by the Vice President:

5.97. An act for the relief of the legal
guardian of Joy Montgomery, a minor;

8.103. An act for the relief of Caffey Rob-
ertson-Smith, Inec.;

5.305. An act for the relief of Mrs. Felix
Belanger;

85.317. An act for the relief of Monroe
Short;

5.10383. An act conferring jurisdiction upon
the Court of Claims of the United States to
hear, examine, adjudicate, and render judg-
ment on the claim of the legal representa-
tives of the estate of Robert Lee Wright;

8.1143. An act for the relief of Dayee
Jones;

8.1216. An act for the relief of Henry
(Heinz) Gabriel;

5.1220. An act for the relief of G. C. Barco
and W. G. Enowles;

S5.1853. An act for the relief of the Rock
Hill Stone & Gravel Co., of St. Louls, Mo.;

8.1869. An act for the relief of certain
claimants against the United States who suf-
fered property losses as a result of the failure
of the Big Porcupine Dam on the Fort Peck
project, Montana; 3

S.2099. An act for the relief of Mrs. Reita
M. Lary; i

8.2190. An act for the relief of Mrs. Marilla
C. Gray;

- 2.12191. An act for the relief of Clara Wrob-

BRI

5.2248. An act to amend the law relating
to the care and custody of insane residents
of Alaska, and for other purposes;

8. 2264. An act conferring jurisdiction upon
the United States District Court for the Dis-
triet of Connecticut to hear, determine, and
render judgment upon the claim of James H,
Lane;

8.2275. An act for the relief of Ruth D. and
Henry L. Brittingham;

8.2275. An act to amend section 10 of Pub-
lic, No. 360, Seventy-seventh Congress, to
grant national service life insurance in the
cases of certain Navy or Army fiying cadets
and aviation students who died as the result
of aviation accident in line of duty between
October 8, 1940, and June 3, 1941;

B.2279. An act for the relief of 0. R. Max-
field;

B.2364. An act for the relief of former First
Lt. William J. Tepsic, One Hundred and Sev-
enty-sixth Field Artillery;

S.2420. An act for the relief of Isabelle
Fuller;

B. 2461.
Sanders;

S.2506. An act for the relief of Angela
Bkeoch;

8.2551. An act for the rellef of Vernon Van
Zandt;

8.2570. An act to provide for the sale by
the Superintendent of Documents of copies
of certain historical and naval documents
printed by the Government Printing Office;

8.2627. An act to amend the act approved
August 27, 1940 (54 Stat. 864), entitled “An
act increasing the number of naval aviators
in the line of the Regular Navy and Marine
Corps, and for other purposes";

B.2676. An act to provide for medical care
and funeral expenses for certain members of
the Naval Reserve Officers’ Training Corps;

S.2677. An act to authorize an exchange
of land at Mechanicsburg, FPa., between Edgar
Eberly and the United States;

8.2678. An act to amend the act approved
March 2, 1933, by suspending the provisions
relative to a Navy ration in kind, and for
other purposes;

B.2679. An act to authorize the transpor-
tation of dependents and housechold effects of
personnel of the Navy, Marine Corps, Coast
Guard, and Coast and Gecdetic Survey, in-
cident to secret or confidential orders, and
for other purposes;

£.2682. An act to authorize the Secretary
of War to exchange certain lands of the

An act for the relief of Minnie C.
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United States located within the Fort De
Russy Military Reservation, Oahu, T. H,, for
certain land at Barbers Point, Oahu, owned
by the Territory of Hawali;

$.2685. An act to provide that promotions
to higher grades of officers of the Army of
the United States, or any components there-
of, shall be deemed to have been accepted
upon the dates of the orders announcing such
promotions, and for other purposes;

8.2717. An act for the relief of Charles H.
Koch;

5.2781. An act to suspend until June 30,
1945, the running of the statute of limitations

applicable to violations of the antitrust laws;
and

H.R.7121. An act to amend an act en-
titled “An act to establish a uniform system
of bankruptcy throughout the United States,”
approved July 1, 1898, and acts amendatory
thereof and supplementary thereto.

REVENUE ACT OF 1942

The Senate resumed the consideration
of the bill (H, R. 7378) to provide reve-
nue, and for other purposes.

The VICE PRESIDENT. The pending
question is the amendment proposed by
the Senator from Ohio [Mr. BurToN] on
page 34, line 1, to strike out “before
January 1, 1943”, and bheginning on line
23, page 34, to strike out all down to and
including line 16 on page 38.

Mr. AUSTIN. Mr. President, I shall
reduce what I have to say so as to be as
brief as possible, for my views have been
expressed many times in fundamental op-
position to every attempt to exert what
is claimed to be a supreme power pos-
sessed by the Federal Government over
the several States to interfere by way of
taxation with the power of the State to
maintain its government. This so-called
reform, which would constitute a change
in the very character of our Federal sys-
tem, arises, as all such changes in past
history have arisen, upon a tax bill. Mon-
archs whose tyranny has cost them their
heads have caused changes of govern-
ment in the search for new sources of
revenue. Thus Charles I lost his head.
When the Thirteen Colonies, and the lit-
tle republic of Vermont, revolted against
the mother country it was over this very
subject of taxation—the search for new
revenue, a search which involved the at-
tempted exertion of a claimed supreme
power. I deny the power; and, if it ex-
isted, I should deny the wisdom of exer-
cising it. I shall vote for the amend-
ment offered by the Semator from Ohio
[Mr. BurToN] because for the time being
it would stem this effort which has been
made repeatedly since 1913.

Let us not forget in passing that we
live under two governments; one is the
Government of the United States, whose
geographical boundaries we know; the
other is the government of the States
from which we come to this body, and
we know that geographically they occupy
exactly the same territory as does the
Government of the United States. In
other words, we have two loyalties, and
we have been able to maintain practically
the same form of government for 150
years because we were morally and in-
tellectually competent to adhere to both
loyalties at the same time,

One of the inftrumentalities by which
we have prevented encroachments either
way, by the States upon the Central Gov-
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ernment, and by the Central Government
upon the States, has been the Senate of
the United States. Our very character
involves the obligation and the high duty
on our part to stand for freedom by
means of sustaining the position of the
several States of the Union.

Let us not forget our importance in this
immediate situation. The people of this
country may change the Constitution by
amendment adopted by a two-thirds vote
of Congress and ratified by three-fourths
of the several States. But can we take
away the representation of any State on
that basis? Can we reduce the repre-
sentation of any State in this body by an
amendment of the Constitution in that
way? Ah, no. That representation can
be changed only by the vote of every
State in the Union. There is a reason
for it. The reason is to give to this body
the obligation, the duty, and the high
privilege of standing here against all the
other departments of Government to
stop any such change in the relationship
between the Federal Government and the
States which would impair the ability of
the States to maintain themselves.

I sense this duly keenly—perhaps more
keenly in the present circumstances than
if we were not in war, and perhaps more
keenly than I have sensed it at any time
during the long period I have served on
committees having to do with this precise
question. I know from experience in the
Senate that for the duration of the war
we are called upon to centralize in the
Federal Government powers which in
time of peace we would not think of re-
linquishing. I know that our danger
from the inside, our danger in the name
of successful prosecution of the war, is
tt}lat we will not stop in this centraliza-

on,

Immediately, the proposal is not so
much a question of revenue. We all
know that that is not likely to be the
consequence of the adoption of the pro-
posal of the Committee on Finance. The
paramount danger is the threat to
change the form of government. We are
asked to change something entirely
fundamental.

We have maintained our federalism
largely upon the pillars of the independ-
ence of the several States. I venture to
say that there is not a single institution
under the Constitution which is so strong
and powerful a safeguard to the liberties
and the free institutions of this country
as the degree of independence enjoyed by
the several States. Certainly, if we de-
stroy those bulwarks of State power and
extend the authority of the Federal Gov-
ernment, a great Government centralized
at Washington, we shall no longer have
the watchiul guardianship of the several
States to prevent the overexertion of that
power at Washington and its extension
in a single standardized form to localities
entirely remote from each other, with en-
tirely different and distinct needs in the
administration of their local affairs.

Mr. President, this statement might be
prolonged; I do not iniend to prolong it;
but I desire to emphasize that I am more
concerned about this so-called reform
and more apprehensive of the funda-
mental consequences of reversing the po-
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sition which this country has held for 150
years in maintaining the Federal system
instead of a soviet than I am about the
question of obtaining revenue.

How can we know that this enactment
would be serious enough in practical re-
sults to interfere with, impede, and af-
fect injuriously the exercise of govern-
ment by the several States? We have
plenty of evidence of it. We should not
be in doubt for a moment. The evidence
is in the RECORD. §

I listened attentively to the debate yes-
terday. I noted one of the claims made
by the distinguished Senator from Michi-
gan [Mr. BrownN], who is sponsoring this
particular reform. He cited the example
of New York City and said that so far as
obtaining revenue to conduct the affairs
of the city is concerned, the increased
cost of government would amount to only
86 cents for each thousand dollars of
assessed valuation. Only! Let us con-
sider what that means.

The Scnator’s one-half of 1 percent
change in the interest rate was based
upon old testimony of 1939 before the
special committee on which he and I and
other Senators served. All the experts
in State and municipal finance who ap-
peared before the distinguished Commit-
tee on Finance were agreed, and those
who appeared before the House Ways
and Means Committee in March of this
year were agreed, that at the present
time the increase in the cost of local
financing would be 1 percent in the inter-
est rate. That is guite different from
one-half of 1 percent. It sounds small,
but let us assume that a municipal bond
carries an interest rate of 3 percent;
what is the practical result? An increase
of 1 percent in the case of an interest
rate of 3 percent means an increase of a
third in cost.

Let us assume that the increase in the
interest rate is only one-half of 1 percent.
In that event there would be an increase
in actual cost of 16!% percent on a bond
paying 3 percent.

We are talking about interest rates.
Let us consider the question in a light
which is more favorable to the view which
I take of this matter, and assume that
the increased cost would be what some
of the experts have claimed it would be,
namely, 11z percent. What would be the
result in the case of a bond which pays
only 3 percent interest? There would be
an increase in cost of 49 percent. How
would that affect the financing of cities?
We know how it would affect it.

Mr, CONNALLY. Mr. President, will
the Senator yield?

The PRESIDING OFFICER (M,
Smarners in the chair). Does the Sen-
ator from Vermont yield to the Senator
from Texas?

Mr. AUSTIN. I yield.

Mr. CONNALLY. The increase would
be not for 1 year but for the life of ihe
bonds—perhaps 20, 30, or 40 years.

Mr, AUSTIN. I thank the Senator
from Texas for his observation. He is
exactly correct. I was about to call at-
tention to what that means in dollars.

The increased interest cost involved
in this proposal to which the ‘Senator
from Michigan referred as infinitesimal
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in its effect upon the financing of New
York City would eventually amount to
approximately $30,000,600 a year. This
is conservative, because I have figured it
on the basis of 1-percent increase in the
municipal interest rate, whereas Comp-
troller McGoldrick of New York esti-
mates the actual increased cost at 115
percent, which would reflect an increased
interest cost of $45,000,000 a year. Is
that infinitesimal?

Let us not forget, in passing, that we
are using this fact as it bears upon the
importance of this reform upon the func-
tions of government of the city. Mayor
LaGuardia testified that had Federal
taxes been imposed upon the bond issues
of the city of New York it could never
have completed its recent $300,000,000
subway unification plan. It could never
have financed the Battery-Brooklyn
tunnel.

Is it an important function of govern-
ment that is being meddled with here
under the claim of supreme power?
Mind you, Mr. President, that is the way
it is presented. The proponents of the
proposal do not ask New York City to
consent to the proposed taxation. They
cannot do so. They do not ask the State
of New York to consent to it. They
cannot do so. They assume supreme
authority and power. In that sense
there is not even the mere diffused in-
fection of reciprocity because we, exer-
cising our duty as the legislature of the
Federal Government, permit taxation.
We consent to it in this very bill

So, on the one hand, we have consent
by the Federal Government to taxation
of its issues, and on the other hand we
have the assertion by us of supreme
power to take away from the several
States the power to consent to the taxa-
tion of their issues. It is a supremely
important issue. It goes to the depths
of government. It changes the relation-
ship between the States and the Nation,
a change which never should oceur by a
mere act of Congress. The people should
directly participate in so fundamental a
change as that.

Mr. CONNALLY. Mr, President, will
the Senator yield for just a moment?

Mr. AUSTIN. I yield.

Mr. CONNALLY., Will the Senator
permit me to interrupt him for about a
minute in order to detail a little episode
which occurred some years ago relative
to the matter under discussion?

Mr, AUSTIN. ¥Yes; I should be glad
to have the Senator do so.

Mr. CONNALLY. At the time of the
occurrence of the episode to which I shall
refer I was a Member of the House. I
went home, and in traveling about in my
district I went to a town of about 1,500
people. A lawyer who lived there was a
very close friend of mine; and he said to
me, “Tom, why don’t you people get rid
of these tax exemptions on securities?
The rich fellows are hiding their money.
It is awful, and you should stop it.”

I said, “Wait a moment. Are you a
member of the school board here?”

*“¥es,” he said.

1 said, “You recently built a new school-
house, did you not?”

He said, “Yes,”
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Then I asked him, “How much did it
cost?"”

He replied, “$40,000.”

“Did you pay for it with bonds?”

“Yes,” he said.

Then I explained to him that, accord-
ing to my view, and according to the
testimony in the House, the interest rate
on those bonds would be inereased 1 per-
cent—if that is the fact. When I fin-
ished explaining to him that his 40-year
bonds probably would bear one-half per-
cent or 1 percent increased interest over
the period, he said, “My God; don’t do
that. I did not understand the thing.
I did not understand about it.”

Mr, AUSTIN. Yes; it is quite different.
The emotional appeal which has been
used in this case is frequently employed
when we face a fundamental barrier
which can be surmounted only by sweep-
ing the people off their feet by means of
appealing to their emotions. As a mat-
ter of fact, such an emotional appeal is
founded on a fallaey, on something which
is not true; and if I have time to do so,
1 shall show that to be the case.

What is true, and what is absolutely
unanswerable, is the proposition that the
function with which we are meddling
here is necessary to the existence of the
States and to the existence of the munici-
palities. The function with which we
are meddling is the most important func-
tion they have. Without it they cannot
live and have their being. If it be said
that we are not taking it away, that we
are only reaching up on it and using it
in order to get new revenue for the Fed-
eral Government, still it is an effort to
bring about a fundamental reform, be-
cause at the minimum the Federal Gov-
ernment would be given control. If the
Federal Government could impose a tax
of one-half of 1 percent as a charge to
be added to the cost of State and munici-
pal financing, when it wanted to do so
it could impose a tax of 5 percent.

The question is a fundamental one of
right and wrong. I do not have to see
the proposal of the committee in writing
in order to know that it is unconstitu-
tienal. The censtitutionalism which runs
through all free governments is involved.
We cannot maintain a Federal system of
united States if we permit the Central
Government to impinge upon this funda-
mental function of which is necessary to
the survival of the States,

It is the immunity from interference
on both sides which has kept us sound,
solid, and stable for 150 years. No other
government on earth is so old in point of
character as is the Government of the
United States, which great men scress
the seas regarded in its dawning as an
experiment in free government. To he
sure it is an experiment. Never for a
moment can we, as Senators of the
United States, regard it as being other-
wise. Day after day we face it.

Never before have we been confronted
by a more serious cutlook than that
which we face at the present moment.
Can we win this war if we destroy the
ability and sovereign right of the several
States to finance highways and other
public works necessary for the health of
the civililan communities? When we
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consider the necessity for maintenance
of training camps and for caring for the
health of our troops, we must arrive at
the conclusion that the several States are
as much a factor as is the Federal Gov-
ernment in maintaining the facilities to
protect the health and morals—I am not
talking about morale, I am referring to
morals—and the training of our troops
that are to do battle for us. Therefore,
is it not impinging upon the war effort
to begin now this novel thing, this en-
tirely new thing, of breaking down the
separation between two governments that
occupy the same geographical location?
We can completely smash a government
by means of the power of taxation.
There is nothing equal to it except in-
vasion.

Is this matter important? Is this a
function which affects the very existence
of the municipalities?

There are in the record some figures
showing how the proposed increase in
cost, which has been kissed off as infini-
tesimal, would affect the financing of
cities. The figures appear in the record:
For Baltimore, an increase of $1,360,000
a Yyear; for Detroit, an increase of
$3,500,000 a year; for Philadelphia,
$5,200,000 a year; for Jersey City, $680,-
000 a year; and for Trenton, $195,000 a
year.

I do not want to weary the Members of
the Senate by citing further figures on
this point, but in the consideration of
this matter I know of nothing more im-
portant than to pin down one fact or one
principle and that is that the funection
concerned is a function necessary to the
existence of the States and of the mu-
nicipalities.

In Alexandria, Va, across the river
from Washington, a little event occurred
which pointed out the issue. We are not
dealing with polemics; we are not specu-
lating relative to this matter. We are
dealing with known facts, with experi-
ence, Alexandria, Va., had pending a
bond issue of $750,000 when Secretary
Morgenthau made his Cleveland speech
on January 21, 1942. The bids, already
prepared in municipal bond houses, were
on a 2-percent basis. Immediately after
the Secretary asked for a Federal tax on
outstanding bonds—a proposal which
differed from the present one only in
principle—the bids jumped 7 points, or
$70 a bond. Just think of it—a loss to
the city of $52,500 in premiums alone;
$52,500 out of $750,000.

Mr. OVERTON. Mr. President, will
the Senator yield?

Mr. AUSTIN. I yield.

Mr. OVERTON. Itis a fallacious con-
ception that by imposing the proposed
Federal tax on future bond issues of
States and municipalities the tax bur-
den would be borne by the purchasers
and holders of such bonds. 1 think that
the argument of the able Senator from
Vermont, who has made a very close
study of the issue, is in itself the answer;
but before he concludes his argument I
wish he would make it very clear that
the burden would not Re imposed on the
purchasers and holders of the taxed se-
curities, but would be borne by the tax-
payers upon whom taxes are levied in
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order to pay for the bonds and the infer-
est on them.

Mr. AUSTIN. Mr. President, the mere
assertion of that claim by the senior
Senator from Louisiana is, to me, all that
is necessary; for I know of his experience
and study of these matters, and I know
that he is well qualified to express that
opinion,

I take what he says to be the faect. I
am thoroughly convinced of it. More-
over, not only would the added cost of
obtaining funds for municipalities fall
directly upon the landowners who bear
the burden of taxes in the several States
and municipalities, but something else
might result which in itself would be suf-
ficient reason for us to support the
amendment offered by the junior Sen-
ator from Ohio [Mr. Burron]. It is that
this proposed additional burden might
prevent or stop beneficent activities in
behalf of the citizens in countless com-
munities throughout this great land.

I say “might result.” The record of
the hearings is full evidence that it would
so result, and it is the finest proof in the
world that the additional burden of fi-
nancing would fall upon the inhabitants
of the community. If that burden hap-
pens to be the stoppage of their publie
activities, such as the maintenance of
their schools, the support of their high-
ways, and all the other necessary public
institutions, the inhabitants must bear
that burden in more than one way. The
record, I say, is full of proof of the ac-
curacy of my statement.

Consider Professor Schimmel’s testi-
mony. Professor Schimmel has not been
called a paid witness; Professor Schimmel
is vouched for by the distinguished Sen-
ator from Michigan. No reflections have
been cast upon him. What did he say
about the effect of this reform in our
Government? On page 1562 of the hear-
ings before the Ways and Means Com-
mittee of the House of Representatives he
says: .

I want to peoint out to you that we already
have in Michigan three or four measurable
results of the fear of taxation of municipal
bonds.

Merely the fear of it arising out of a
speech, but a speech of a responsible offi-
cer of the Government of the United
States. He says further:

Last January there was well developed in
the city of Royal Oak a refunding program
for $4,000,000 of bonds, which would have
reduced the interest rate on the debt of that
community by at least one-half of 1 percent.

Mr. President, the debt of the com-
munity falls directly on the inhabitants,
and no one pays it except the poor fellow
who pays taxes on his farm or his home
or on other property which happens to
be taxed according to the system in effect
in every State.

When the announcement was made by the
Treasury Department concerning the taxation
of municipal bonds that whole refunding pro-
gram was abandoned—

“Abandoned”—

with the result that on July 1, when the next
coupon comes due in Royal Oak that city
will have to pay at least one-half of 1 percent
more than might have been paid if the re-
funding program had not been disturbed by
the fear of taxation of municipal securities.
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Now, let me testify. There is across
Lake Champlain a bridge which was
built by one of the corporations which is
within the scope of the proposal in this
bill. It is a municipal corporation in
every sense, except that its members are
the inhabitants of the State of New York
on one end of the bridge and of the State
of Vermont on the other end. Those two
States entered into a compact, as we
always supposed States had a right to
do, subject to the approval by the Federal
Government, for a refinancing of the
bond issue by which that bridge was built
and maintained, a refinancing scheme
which would reduce the annual cost of
maintenance by a lowering of the interest
rate on the bond issue. The compact
was sent to Congress, and what do we
find? It was referred to a committee
which has a penchant upon the subject
of the reform of the Government in this
regard, and when it came out of that
committee, was the compact between
those two States approved? Oh, no; the
committee reformed it, and wrote a few
words into the biil that would make the
interest on the new bonds taxable. Then
what happened? Immediately my
rzople at home said to me, “Do not allow
that bill to pass. We will continue to
pay the old rate of interest and lose this
annual benefit rather than to permit this
reform of Government to take place over
our heads or with our consent.” I have
objected to the consideration of that bill
ever since, and when it comes up I give
notice I want to be present. I hope that
the good sense of the Senate will prevent
its passage through this body with that
provision in it.

Mr. President, I have spoken longer
than I had intended and certainly too
long on this one subject. I commend fo
the attention of those who will follow me
the remainder of the testimony of this
great witness as to what has happened in
Michigan in the attempt to finance or
refinance activities of the municipalities
of that great Commonwealth. It is all
one way. Either the dburden was as-
sumed with full knowledge that it was an
additional cost which the taxpayer must
pay, or they held up their hands and said,
“We will stop; we will not go ahead; we
cannot finance,” and they said that on a
mere threat. While I have besn speak-
ing telegrams have been coming to me.
One of them is from David M. Wood, of
New York, and it reads:

Supplementing earlier wire, I am advised
following mnecessary refunding operations
will be prevented by pending bill: Philadel-
phia, Pa., $141,000,000; Rochester, N. Y., $12,-
000,000; Buffalo, N. Y., $18,000,000; Yonkers,
N. Y., several million,

I have had similar telegrams from
other places, notably from my owi city of
Burlington, Vt., and also from the attor-
ncy general of Vermont.

Mr. President, I wish to leave this point
and go on to something else. What Iem
trying to do is to clear the decks for tl'e
main issue, I have tried to meet the con-
tention to which I listened all day yester-
day that the additional burden placed
upon the inhabitants of this country
would be infinitesimal. I have under-
taken to show that, in dollars and cents,
it is of great magnitude, and in conse-
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quences upon the administration of gov-
ernment it is fatal. The efforts to finance
which I have pointed out failed because
of the threat involved in the pending bill.

What are we to do? I say that when
there comes an issue such as this, involv-
ing a change in the form of our Govern-
ment by the mere exertion of the power
of legislation, we are here, as Senators
representing our several States, to assure
them absolutely that it shall not pass.

There was another claim made here
yesterday which relates to reciprocity,
so-called. What a fallacy! There is no
reciprocity proposed in the pending bill.
I am well aware of both places in the
bill where the gquestion of taxation of
Federal securities and State and mu-
nicipal securities occurs, and I am fa-
miliar with the terms. I say it is not a
reciprocal proposition at all, and it can-
not be made so.

While the Federal Government may
not be taxed by the States without its
consent—and by this proposal it proposes
to give it—on the other hand, the States
in the future are to be completely sub-
ject to the taxing power of the Federal
Government by the exertion of the su-
preme authority. That is not reciproc-
ity. In order to have reciprocity, the
vis-a-vis must get together and agree.
There must be the consideration of as-
sent by one in order that assent may be
granted by the other. There is no reci-
procity if this bill with this proposal in
it is crammed down the throats of the
people of the United States.

It will not make any difference how
much the Federal Government offers to
them by way of waiving its immunity.
That is not a consideration which is ne-
gotiated and accepted by the inhabit-
ants, without which there can be no reci-
procity.

There would not be reciprocity on the
economic theory, because there are 14
States of the Union which do not have
any income-tax law. What earthly good
would it be to them for the Federal Gov-
ernment to say, “You can tax the income
on our bonds”? To them it would be a
zero benefit economieally and it would be
at the cost of all they have to pay if they
continue to provide financially for their
own institutions and their own govern-
ment.

Mr. BARELEY. Mr. President——

The PRESIDING OFFICER (Mr. Van
Nuvs in the chair). Does the Senator
from Vermont yield to the Senator from
EKentucky?

Mr. AUSTIN. I yield.

Mr. BARKLEY. There is the question
of reciprocity between a State whieh,
through its lezislature, might levy a tax
upon the income from Federal bonds,
and the Federal Government, in the en-
joyment of a reciprecal right to levy a
tax upon State bonds. How does it af-
fect bonds of political subdivisions less
than a State, none of which, so far as I
know, levies an income tax?

Mr. AUSTIN. I thank the Senator.
He suggests an excellent thought., I
had it in mind, but it escaped me for
the moment.

Every municipality, every county,
which is less than a State in jurisdiction
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and authority, is disabled to tax the in-
come of Federal bonds, no matter how
magnanimous the Federal Government
might be in its offer. So that in addition
to the 14 States which are disabled to
enjoy reciprocity economically, all the
counties and municipalities are in the
same group.

Mr. OVERTON. Mr. President, will
the Senator yield?

Mr. AUSTIN. In a moment I shall be
glad to have the Senator’s help.

In the States which have income-tax
laws, all save one tax at a rate so much
less than the rate at which the Federal
Government taxes that the balance
would be very seriously against the eco-
nomic interest of the States, if we en-
tered into such a reciprocal arrange-
ment as has been suggested. I now yield
to the Senator from Louisiana.

Mr. OVERTON. The Senator has cov-
ered the argument I was about to make.
Necessarily the rate of taxation on in-
come in a State is very much less, and
must necessarily be less, than that levied
by the Federal Government, because if
the rate corresponded with the rate levied
by the Federal Government, there would
be nothing left,

Mr. AUSTIN. Ithank the Senator for
his suggestion. There is no element of
reciprocity in this proposal; there is no
quid pro quo that is worthy of con-
sideration.

Mr. CONNALLY. If there could be
reciprocity, would it not result in the
Treasury having to pay higher rates on
Federal bonds also?

Mr. AUSTIN. I believe it would. I
think that would be the immediate effect.
As to what might happen if changes were
made in State statutes to lift their tax
rate, I cannot speculate, but what I say,
and what I think the Senator from Texas
believes, is that even if it were reciprocal,
it would be folly. If we as Senators had
the chance to say, “My State agrees to
this,” on the basis of wisdom it would be
entirely wrong to do so, because imme-
diately we would break the most impor-
tant line separation between the two gov-
ernments, which should be well and
clearly identified in order to maintain
this Federal system, as we have main-
tained it for 150 years, with all its
strength and with all its beneficence and
with all its opportunities to the youth of
America.

Mr. BARELEY. Will the
yield for another question?

Mr, AUSTIN. I yield.

Mr. BARKLEY, Going a little fur-
ther than when I interrogated the Sen-
ator a few moments ago in regard to the
ability of political subdivisions of States
to levy taxes upon incomes from Federal
bonds, I think no one will question the
assertion that they cannot do it. Nor
can they, as I understand, levy an ad
valorem tax upon a bond which any tax-
payer may hold within a county in a
State. We all know the methods of as-
sessment. The county tax assessor or
the city tax assessor comes around once
a year and takes a list of all our prop-
erty, including real estate and personal
property.

In the taking of such a list for taxation
he cannot include Federal bonds. So
there is not only no income tax upon the

Senator
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income from them which accrues to a
county, or a State, or a school district
which has issued bonds in order to build
a modern schoolhouse, but such subdi-
visions cannot levy an ad valorem tax on
the value of Federal bonds. Am I cor-
rect?

Mr. AUSTIN. 1 believe that to be true.

Mr. BARKELEY. That is my impres-
sion. I would not wish to be dogmatic
about it without looking into it a little
further, but my impression is that they
cannot levy an ad valorem tax upon the
face value of the bonds which have been
issued by the Government of the United
States.

Mr. AUSTIN. I believe that to he
true; I am not certain about it.

Mr. McKEELLAR. Mr. President, will
the Senator yield?

Mr. AUSTIN. I yield.

Mr. McEKELLAR, To my mind, pro-
viding an entering wedge for the Na-
tional Government to tax securities of
States, counties; and cities at will—with
full power, supreme power, as the Sena-
tor has said, to tax——

Mr., AUSTIN. The power has to be
supreme on that theory advanced.

Mr, McKELLAR. Giving such power
would be the greatest blow to our dual
system of government ever undertaken,
and might destroy it.

Mr. AUSTIN. I thank the Senator
from’ Tennessee. If I had the oppor-
tunity and power to try to destroy the
United States as a Federal system, I
would choose nothing more quickly than
the power to tax the revenues of the
several States.

If it is admitted for a moment that the
taxation of the interest on the bonds of
municipalities and of the several States

'is an added burden upon the taxes of the

States, then the whole case is admitted.
If we undertake to say that the Govern-
ment can do that by the exertion of su-
preme power, then the Government has,
in principle—or lack of principle—ex-
actly the same power to reach in and
take the revenues, all sources of life, of
the several States.

What was it that Lenin said? He
should be a good guide. He knew how
to make a Soviet. Lenin said:

Give me the power to control eredit, and I
will control government.

Lenin proved it. That is what we con-
front, consciously or not. I do not ac-
cuse any Member of this body of wanting
to change our form of government into a
soviet, but I do say that one of the evil
aspects of this proposal is that it takes
the most important step toward wiping
out the line of separation between gov-
ernments which exist within the same
geographical boundaries and upon whose
existence freedom depends. ;

Mr. MALONEY., Mr, President, will
the Senator yield?

Mr. AUSTIN. 1 yield.

Mr. MALONEY. Did I correctly un-
derstand the Senator to say that by the
amendment of the committee it is pro-
posed that we tax State-revenues?

Mr, AUSTIN. No. The Senator mis-
understood me.

Mr. MALONEY. I am sorry. That is
the understanding I had from what the
Senator said.

OCTOBER 8

Mr. AUSTIN. I say that once we have
admitted, by our assenting to this propo-
sition, that there is a power in the Fed-
eral Government to tax the income from
municipal bonds and State issues, we
have gone the whole length, in principle;
we have admitted the supreme character
of the power to tax so that the Federal
Government could step in and take the
revenues directly.

Why do I say that? I say it because
the function of obtaining revenue for the
maintenance of State and municipal gov-
ernments is indispensable and essential.
It makes very little difference where it
comes from, or what the source of the
revenue may be, In principle the effect
of removing that power, or the intrusion
upon that power by some other govern-
ment, such as the one in Washington,
is to take, not by consent, but to take by
control, the very life of the State or
municipality.

Mr, MAT.ONEY., Would the Senator
be willing to admit that the practice is in
effect the payment of a subsidy by the
IPederal Government?

Mr. AUSTIN. A subsidy? No. Mr.
President, I view it from the other end.
The States existed before the Federal
Government was created. The Federal
Government has nothing except what the
States gave to it, either expressly or by
implication. The States never surren-
dered to the Federal Government the
power to tax their domestic issues, or the
income from them.

So I say that the States would not
get a subsidy from the Federal Govern-
ment. If the Federal Government now
says by way of an invitation, or at least
a solatium, “We will let you tax our
bonds,” that is not a subsidy; it is in the
nature of something else which I shall
not characterize.

Mr. MALONEY., Mr. President, will
the Senator yield further?

Mr. AUSTIN. Yes.

Mr. MALONEY. Does not the Sena-
tor believe that the rights of the States,
to which he has just referred, were
given to the Federal Government by the
States themselves under the sixteenth
amendment of the Constitution?

Mr, AUSTIN. Oh, no, Mr. President;
I entirely disagree with that. I will
discuss that question presently.

Mr. McKELLAR. Mr. President, will
the Senator yield?

Mr. AUSTIN. I yjeld.

Mr. McEELLAR. I wanted to ask the
Senator a question on that very point,
and, if he will permit me, I shall do so
at this time, in order that he may refer
to it later in his speech. Yesterday it
was argued by the distinguished Senator
from Michigan [Mr. Brown] that under
the sixteenth amendment the Federal
Government has the full power to tax all
incomes, citing the words of the amend-
ment itselfl—"from whatsoever source
derived.” If we carry that doctrine to
its legitimate end, if that language would
give the power to tax obligations of the
States, counties, and cities, by the same
token, and by the use of the same words,
the Federal Government would have the
power to tax the income of States, coun-
ties, and cities.

Mr, AUSTIN. Yes.



1942

Mr, McKELLAR. Of course, if the
words in question mean all the income,
without regard to where it comes from,
when the States, counties, and cities oh-
tain their income through taxation, the
Federal Government—simply to ecarry
cut the application of that doctrine—
could impose a tax on all the income of
all States, counties, and cities.

Mr. AUSTIN. Yes; thatis true. Lat-
er, if I shall not have worn Senators out,
I shall discuss the question of the six-
teenth amendment and what it means.
I realize that there is great disagreement
among us about what it means, and I do
not think I am more nearly correct than
anyone else, but I believe I have a right
to stand on my convictions about it, and
that is what I shall present. I do not
presume to try to convince anyone else.
The Members of this body, as I cbserved
when I first came to the Senate, are in-
dividuals of fine background, excellent
training, and high character, and when
they have convictions I doubt the capac-
ity of anyone to change them. Indeed,
I thought when I first came here that
it would be impossible for these 96 indi-
vidualists to agree on any legislation.

Mr. President, there is one other thing
about which I wish to speak before I
come to the subject of the sixteenth
amendment, and that is argument made
with respect to “loopholes.” Really the
“leophole argument” is the flimsiest part
of this claim. The idea that it is in the
public interest to destroy the holdings
by men and institutions of Government
bonds and disperse them like the seeds
of the milkweed and to advance that idea
in support of a reform in our system of
Government strikes me as flimsy as milk-
weed.

Mr. President, the facts, however, do
not justify the claim that there is a loop-
hole there. No one has risen in all these
years in the discussion of this question
to deny, and probably no one will in this
discussion deny, that on the average the
holdings of municipal and State or local
bonds by estates over a period of 10 years
is more than 6 percent of all the holdings
of such estates which were examined by
the experts. The estates are classified
as having above $50,000 in assets, but
the classification is broken down again
and again, so that in the record there are
three different classifications.

An examination of all the estate-tax
returns filed with the Treasury Depart-
ment in the calendar years 1927 to 1937,
inclusive, reveals somewhat startling fig-
ures. These are not selected estates, nor
a sampling, but are all the estates re-
ported for tax purposes during those 11
years, During the period noted there
were 3,044 estates having a net worth of
$1,000,000 or more. There were 105,499
estates of less than $1,000,000 net. Of
the estates above $1,000,000, totaling over
ten and one-half billion dollars, the fol-
lowing were the percentages of invest-
ments:

Wholly exempt Federal bonds, 3.69 per-
cent. I repeat that figure—3.69 percent.
Partially exempt Federal bonds, 1.12 per-
cent. State and local bonds, 9.81 percent,
Taxable corporate bonds, 4.80 percent.
Corporation capital stocks, 55.23 percent.

Mr. BROWN. Mr. President, will the
Senator yield?
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Mr. AUSTIN. Yes.

Mr. BROWN. That adds up to about
15 percent for tax-exempt bonds in the
hands of the holders to which the Sena-
tor refers.

Mr. AUSTIN. Does it make any dif-
ference to the Senator that that is so?

Mr. BROWN. Yes; I think that shows
a substantial part of the property to be
in tax-exempt bonds.

Mr. AUSTIN, So far as I know there
are other items which should be included.

Mr., BROWN. I simply wanted to
bring out——

Mr. AUSTIN, There are not included
real estate and other items which go into
the total.

Mr. BROWN. I wanted tobe sure that
the Senate knew that there were Fed-
eral-tax exempts, State-tax exempts, and
partially tax exempts in that list, and
that together they amounted to 15 per-
cent of the total.

Mr, AUSTIN. Oh, without doubt. I
have another list to read also.

For estates less than $1,000,000, total-
ling $22,000,000,000, the following were
the ratios—we are dealing with stocks
and bonds, and not with real estate and
other properties:

Wholly exempt Federal bonds, 1.05 per-
cent; partially exempt Federal bonds,
2.46 percent; State and local bonds, 3.61
percent; taxable corporate bonds, 8.46
percent; corporation capital stocks, 36.14
percent.

Lzt me read the list of the average
for all estates—and this covers them all
over a period of 11 years—and then see
if this is a big loophole, if this is a loop-
hole which makes it necessary to reform
the Government, to change the relation-
ships between the Federal Government
and the several States in order to plug
the gap, without regard to the benefits
which the inhabitants of the United
States enjoy through the turning of this
money into public works, schools,
churches, and all the educational and
benevolent institutions of this country.
This is the average for all estates:

Full exampt Federal bonds, 1.90 per-
cent; partially exempt Federal bonds,
2.03 percent; State and local honds, 5.63
percent. We have called it, I would say
in passing, 6 percent. Many an expert
has testified before several different com-
mittees which considered this matter,
that it was about 6 percent, and I pre-
sume that figure is about correct.

Mr. BROWN. Mr. President, will the
Benator yield again?

Mr. AUSTIN. Yes.

Mr. BROWN. I did not quite under-
stand to what years the figures apply.

Mr. AUSTIN. They represent the
average for the 11 years 1927 to 1937.

Mr. BROWN. The Senator from Ver-
mont will concede that whatever evil
there may be—I am not asking him to
concede that there is any evil in it be-
cause he probably would not—the bene-
fit which the holder of such bonds re-
ceives is greatly increased by the ex-
treme rise in income taxation since 1937
and 1938, when those figures were given.

Mr. AUSTIN. Mr. President, I do not
agree with the theory of soak the rich
and disperse the poverty. I do not be-
long to that school at all,
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. The other two items in that table are:
Taxable corporate bonds, 7.27 percent,
andt corporate capital stocks, 42.35 per-
cent.

Mr, President, let us assume—consid-
ering it in the light most favorable to
the proponents—that this is a big loop-
hole, and that because it is a loophole we
should make the reform, and that we
should now tax future issues of bonds of
municipalities and States, what would we
have done for the public welfare? Put
it into effect, and what will we have
done? We will have exaggerated that
which the Senator from Michigan says
is an evil. Thereby we will have lifted
the value of all these old stocks and
bonds, their competition with these new
ones will be so remarkably advantageous,
that instantly we pass this measure we
lay in the laps of those who constitute
the loophole a magnificent gift. If we
are opposed to that, Mr. President, let
us not create that relative disparity be-
tween future bonds and old ones. The
unearned increment will be greatly in-
creased if we adopt the proposal of the
committee to tax future bonds and leave
outstanding bonds untaxed. Is not that
clear?

Suppose we should cover the whole list.
What would we have done? Would we
have lifted up any poor fellow who is
now already saddled with taxes which
are extremely difficult for him to pay?
Would he get any of it? Notf acent. On
the contrary, he would get the conse-
quences of the lack of market for mu-
nicipal and State securities, and he would
pay through the nose, if he could. He
would supply the deficiency with taxes
levied upon his farm. He would be the
one who would lose. In other words, we
would indeed share the poveriy, spread
it, and increase it. We would not help
matters by this efiort to tear down the
existing situation. We would not spread
the bonds around among the poor. We
would spread on them the added burden
of increased cost of municipal financing.

Mr. BONE. Mr. President, will the
Senator yield?

Mr. AUSTIN, 1 yield fo the Senator
from Washington.

Mr. BONE. The Senator was reading
some interesting figures from the records.
I wonder if his figures show where the
larger part of the municipal securities
are held? I think most Senators are
interested in learning where they ulti-
mately come to repose,

Mr. AUSTIN. This particular state-
ment does not show, but I know that
other statements contain information
along that line. I cannotlay my hand on
them at the moment; but my recollection
is that municipal securities are largely
held by eleemosynary institutions and
trusts. Does the Senator’s question re-
late to where they are held geographi-
cally?

Mr. BONE. I was not referring to that
so much as to the types of people or in-
stitutions holding them.

Mr. AUSTIN. The principal holders
are trusts. Some are held by individuals
who no longer care to make the adven-
ture of life. We once had a man in the
Senate who felt that as a matter of goed
faith to the Government of the United
States he ought not to be engaged in
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business through the cwnership of com-
mon stocks and equities. He voluntarily
gave up the right to profit by being the
owner of equities and exercising control
over the management of businesses, and
put the principal part of his estate in
Government bonds. He was not typical
of the average private citizen. So long
as a man has energy he does not want
to retire to his rocking chair. He will
put his money in ventures. He will buy
equities, He will buy common stocks in
sufficiently large quantities to enable him
to exert some power over the policies of
the institutions in which he has invested.
So long as he believes that he has the
physical energy and intelligence to justify
his remaining in business, he will stay in
business. He will not retire and invest
his savings in public issues, which cffer
a limited income and no opportunity
whatever to exercise the gifts which are
greater than wealth.

Mr. BONE. Does the Senator objzct
to interruptions?

Mr. AUSTIN. Certainly not.

Mr. BONE. I seek information.

Mr. BROWN, Mr, President, will the
Senator yield to me so that I may answer
the question of the Senator from Wash-
ington?

Mr, AUSTIN, I yield.

Mr. BROWN. The figures which the
Senator seeks are in the statement which
I made yesterday. Roughly, there are
about $20,000,000,000 of such securities
cutstanding. I think the correct figure
is $19,500,000,000—%$17,200,000,000" are in

the hands of individuals, $2,100,000,000

are in the hands of insurance companies,
$3,700,000,000 are in the hands of banks,
$500,000,000 are in the hands of ordinary
industrial corporations, and there are al-
most $5,000,000,000 in the hands of gov-
ernments. Of course, those in the hands
of governments would not be taxable.

Mr. BONE. Does the Senator mean
that governments have bought back their
own securities?

Mr. BROWN. Yes.

Mr. AUSTIN. Many of them are non-
taxable because they are in the hands of
eleemosynary institutions.

Mr. BONE. I do not wish to interrupt
the genial Senator from Vermont if he
objects to interruptions.

Mr. AUSTIN. I welcome them.

Mr. BONE. I recall an experience in
my State some time ago; and I try to
keep that experience and others in mind
in an endeavor to vote correctly on this
proposal. I do not wish to ruin munici-
palities or individuals by my vote if I can
avoid it.

A few months ago my city made an
cffer of light and power bonds of the rev-
enue variety, with which the Senator
from Vermont is familiar. They repre-
sent a common type of security., In that
section of the country—and I suppose'the
same practice obtains in other places—
when bonds are tendered the bid is on the
interest rate, the bonds being sold at par.

The city obtained a bid of 1.74, or an
interest rate of 1.74 percent. As I recall,
that is lower than the interest rate on any
Government security of long maturity.
It was an ideal bid, and the city sold
$4,000,000 worth of light and power bonds
on that basis. They were straight reve-
nue bonds.
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Subsequently the eity needed more
money in the development of its munici-
pal power system and it made a further
offer of $4,000,000. However, in the in-
terim there had been discussion about
taxing municipal securities. Nothing
was done, but there was general discus-
sion preliminary to this character of
legislation.

It is interesting to note the change in
the next bid. The bid on the second
$4,000,000 was made in the light of the
impending possibility, it seemed, of legis-
lation of this kind, and that bid was 2.2
instead of 1.74.

Yesterday I heard some of the argu-
ments. The Senator from Oklahoma
[Mr. LEe] quoted a decision of the Su-
preme Court in which one of the Justices
said that this was not a tax on a munici-
pality or a public body, but rather a tax
on the individual.

That is both true and untrue. The
Senator from Ohio [Mr. Burron] later
read an extract from an cpinion of
Justice Hughes which I think more clear-
ly states the legal issue involved. If we
tax such bonds the result is an increase
in the bid price on the interest rate.
That is immediately reflected back in an
additional burden which the people of
the city, county, or State must pay. To
that extent I believe it is a burden. I
do not know whether that is an argument
or not, but it certainly is a fact.

Mr. AUSTIN. It is an argument
which tends to prove that we are dealing
with an essential function of Govern-
ment,

Mr. BONE. I have talked with many
lawyers who are dispassionate about this
subject and who have no illusions. They
do not care very much how we raise our
money. They believe that we must raise
it, but they regard this particular pro-
cedure as washing one hand with the
other. I believe that is the expression
which some of them have used. It is like
taking money out of one pocket and put-
ting it into the other. The Government
has unlimited power to tax. It canclamp
an income tax on the pzople of my State
and obtain all it wishes from them by an
income tax.

I am wrestling with this problem in my
own mind, and wondering if the panding
proposal is not a variant of the income
tax. Asa money raiser I believe that the
benefits of the proposal to tax the inccme
from municipal securities are more ap-
parent than real. I do not know that
it would serve the purpose which those
who believe in it think it would serve.

Mr. AUSTIN. In the first place, I be-
lieve that the propcsal before us would
not now produce revenue cf any conse-
quence. In the long run, say 20 years
from now, when events will have suf-
ficiently changed the situatiorn so that
there will be a larger volume of income to
tax, I believe that even then there will
be no benefit to the States and separate
communities. In fact, I believe there
will be a greater loss then than there is
now.

Mr. BONE. I should like to refer to
another angle. If the Senator does not
wish to have me interrupt him, I shall

‘not do so.

Mr. AUSTIN. I am very pleased to
have the Senator’s contribution.
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Mr. BONE. I think perhaps this dis-
cussion will be helpful to all of us. A
number of men have talked to me about
this angle. Perhaps Senators may be a
little confused about it, because of lack
of precise knowledge.

In this bill there is a reciprocal ar-
rangement, under which the States may
tax Government securities.

Mr. AUSTIN. It is not reciprocal. I
do not believe the Senator has heard my
argument on the question.

Mr. BONE. I havenct. I donotwish
to argue the question, because, frankly,
I 2am not sufficiently well informed about
the technical aspects.

Mr. AUSTIN. It is not reciprocal, be-
cause there is no agreement. On the one
hand the Federal Government says to
the States, “I will take.” The States do
not say to the Federal Government, “You
may take; we give you permission to
take.”

Mr. BONE. We have no State income
tax in my State, so it is probable that
my State, as a State, could not, through
the income tax, reach the income from
Federal bonds.

Mr. AUSTIN. I have already pointed
that out. There are 14 such States.

Mr. BONE. Many municipal and
State issues are sold in the Siate of
Washington. I presume the same thing
applies to other States. The point which
has always bothered me is, Where do
those issues go? If they were held by
the people of the State of Washington,
that would be one thing.

I believe that many of such issues
come to repose in the portfolios of in-
stitutions such as the Senator from Ver-
mont mentioned. They go into banks
and are sold to investors all over the
counfry. The light and power bonds of
my State were taken up by eastern syndi-
cates, and I could not buy one in Seattle
or Tacoma. I think they went to the
East. Even if the proposed arrangement
were wholly reciprocal, how much good
would it do?

Mr. AUSTIN. On that point, a study
of the Treasury Department’s own es-
tate-tax records throughout the period
from 1926 to 1939, inclusive, shows that
only 6 percent of the capital in all estates
over $50,000—and that represents a large
class—has heen invested in State and
local bonds. Think of it. We are really
straining ourselves to bring about a
momentous change.

Mr. BONE. In my opinion, the fallacy
of the argument of the Senator from
Oklahoma [Mr. Lee], yesterday, when he
was quoting a Supreme Court Justice, lies
in the fact that if we have to pay morzs
interest on our municipal, State, and
local bonds, which are issued for sewer
projects, to increase the fire department,
or to take care of some other public
function, I, as a private citizen, have to
pay more taxes in order to carry the
added interest rate. I do not happen to
own any of such honds.

Mr. AUSTIN. It is a burden.

Mr. BCNE. It is a burden on me,
whether I own any of the bonds or nof.
I think there is a great advantage in the
cities having as small a burden as pos-
sible to carry in the interest rate.
Therefore it becomes important to know
how much the Federal Government
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might realize from the proposal and
whether there is enough compensation in
it to justify it.

Mr. AUSTIN. The claim and the evi-
dezti]ce indicate about $3,000,000 to begin
with,

Mr. BONE. Three million dollars a
year?

Mr. AUSTIN. Yes. With a large tax
bill such as the pending one, of course,
that is a relatively small amount.

However, as I said at the outset, the
amount of money which the Federal Gov-
ernment would obtain if the provision
were incorporated in the bill makes no
difference in my conviction that the pro-
posed step is absolutely the wrong one
to take from a governmental point of
view. I think it is wrong in principle.

Mr. BONE. Of course, when even we
allow reciproeal taxation we get into a
mad race; and it involves what I know
has been regarded rather cautiously by
many lawyers in times past, letting down
the bars and letting governments tax one
another. It might lead to a very pe-
culiar situation. I cannot analyze it to
its ultimate conclusion to suit myself or
to know what the correct answer is; but
I have had some misgivings about taxing
municipal bond issues. I think there are
misgivings in the minds of many of the
people of the country. Not long ago I
heard a radio broadcast which left the
impression that an astronomical amount
of such securities is outstanding. Of
course, I know that a man receiving only
134 percent interest on bonds would have
to have a great many of them in order to
receive from them a large income. If he
had $1,000,000 of them, he would receive
a little over $17,000 a year as interest.
A man would have to have a tremen-
dously large estate in order to receive a
Jarge income from bonds bearing such
& rate of interest.

Mr., AUSTIN. I think that the loop-
hole argument is the most ridiculous one
which has been advanced in support of
the proposal. One of the witnesses who
favored the proponent’s view of the mat-
ter, Professor Williamson, has recently
written that the extent of evasion by the
rich through tax exemption has been ex-
agegerated. In all events, I say that the
evil consequences of the proposal so far
outweigh the controversial issues as to
how large a loophecle may be involved,
that, as has freguently been said, it
amounts to a recommendation to burn
down the barn in order to catch a few
mice, as the Senator from Ohio said
yesterday.

I believe that the most competent study
which has yet been made of the holdings
of State and municipal bonds is that
made by Carl H. Chatters, executive di-
rector of the Municipal Finance Officers
Association, in the Annals of the Ameri-
can Academy of Political and Social Sci-
ence, in March 1941, in which he said—
and this is directly on the point made by
the Senator from Washington:

According to my own estimates, individuals
with annual incomes of §5,000 or more own
£3,500,000,000 of State and municipal bonds.

If we assume an average rate of inter-
est of 3 percent on the bonds, that means
that the total amount of income which
conceivably may be considered is $105,-

CONGRESSIONAL RECORD—SENATE

000,000 a year. Thus, the total individual
income subject to tax which is in dispute
here &s a possible loophole amounts to
only three-quarters of 1 percent of the
national income, based on a national in-
come of $120,000,000,000.

So, when we come to take a practical
view and examine into the matter, we
find that the loophole argument, which
is that some persons are escaping taxa-
tion by means of ownership of tax-ex-
empt securities, and which is the argu-
ment relied upon as the most important
of all—in fact, from the special studies
which the special commitiee made, I
received the impression that the loophole
argument was really the cause of the be-
ginning of the movement—is the poorest
sort of an emotional argument. The ap-
plication of the committee’s proposal
would not benefit anyone, but would add
to the burdens of the poor man, the man
who owns his home, the man who owns
an equity in a farm, and everyone else
who would have to answer for the added
burden of the cost of government of a
town. He is the man who would have to
bear the burden. ;

Who would receive any benefit from it?
The Federal Government? Well, at the
present time £3,000,000 is a very small
amount.

Mr. BONE. We have been forcing
down interest rates so rapidly in recent
years that I wonder whether we shall be
able to float securities very freely if re-
ductions in interest rates continue. I do
not know; perhaps there is a great deal
of idle money, and pzarhaps men would
rather have it tied up.

Let me suggest a problem: A little
town wants to build a sewer. It is not
a very wealthy town, and the only way to
get the money is by means of a bond
issue. It cannot tax the people enough
to obtain the cash with which to pay for
the sewer. It has to sell bonds. Under
the committee proposal, the buyer of the
bond would not know what he would be
liable to be taxed in years to come; he
would not know what the rate would be
in years to come. Therefore, he would be
tempted to bid up the interest rate on
the bonds, if they were sold as they are
scld in my State.

Mr, AUSTIN, Theat is the point. In
other words, it would be upon the credit
power of the governing body a burden
which would fall before the exercise of
the power, as the Supreme Court has held
in a string of cases since 1913.

Mr. BONE. Of course, the buyers
would want to hedge against the future;
and therefore the small town would get
“stuck,” if I may use a vulgarism, with
taxes that would bz in the future. The
man who would buy the bonds would be
uncertain as to what he would have to
pay; so he would hedge, take out some
insurance, and bid up the interest rate
before he would buy the bond. If all
purchasers were in that frame of mind,
the communities would have to pay a
great deal more interest, and, under the
circumstances I have menticned, the pur-
chasers of the bonds would manage to
pass on to the community the added
cost. That is why I think that, after all,
it is a matter of washing one hand with
the other. If all the money comes to
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repose in the Treasury of the United
States, no one is helped very much, but
the little communities will have had to
pay a little more interest, -

Mr. AUSTIN. I do not know whether
it is washing hands or dirtying them.

Mr. BONE. I do not know how the
Senator prefers to characterize it.

Mr. AUSTIN. I have the feeling which
the Senator from West Virginia [Mr.
Rosier] stated so well yesterday when
he said that what local governments are
confronting if we continue to follow this
leadership and trend is such a condition
as that they will have to come on bended
knees to the Federal Government and
get their money there, or go without,
and be deprived of their public works,
their schoolhcuses, their hospitals, their
colleges, and their other eleemosynary
institutions; they would no longer be
independent and competent to take care
of themselves, but would have to come
to the supreme power, and ask for the
necessary maoney.

Mr. ROSIER. Mr. President, will the

Senator yield?
The PRESIDING OFFICER (Mr.
WaLLerew in the chair). Does the Sena-

tor from Vermont yield to the Senator
from West Virginia?

Mr. AUSTIN. I yield.

Mr. RCSIER. I am not a statesman.
I have simply been a student. I have
been very much interested in the debate.
I think it is a curious circumstance that
the greatest debate on the tax bill should
be ebout a matter which will not preduce
any revenue. [Laughter.]

Mr. AUSTIN. That is because some-
thing other than taxes is involved.

Mr. ROSIER. Those out in the coun-
try would think that when Senators were
discussing the tax bill they would be
decply involved in some phase of it which
weuld impose a large fax on someone
or raise a great deal of money; but we
have had almost 2 days’ debate about a
phase of the bill which all sgree would
not produce very much money for years
to come.

So, the intriguing thing about the
whole discussion, to me, is the principle
back of it. There is no question that a
great issue lies back of all the debate;
and I desire to compliment the Ssnators
who have participated in it. I think the
Senator from Ohio [Mr. Burton]1 showed
that he had given great study and
thought to the question, and the Senator
from Michigan [Mr. Brown] certainly
presented a masterly argument on his
side of the question. Now the Senator
from Vermont is presenting a very able
argument. To me, as a student, the
question is intensely interesting and I
have listened attentively.

The issue back of the argument is the
relation between the taxing power of
the Federal Government and the taxing
power of the States and the various
communities of the States. That is a
vital thing,

Take my State, for example: A few
years ago, under a tax-limitation
amendment to our constitution, the mu-
nicipalities of the State found themselves
practically unable to raise funds to carry
on their municipal aetivities. We set up
a State liqguor system. Back in the old
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days the municipalities used to raise a
considerable portion of their funds from
licenses, but when the State liquor sys-
temn was set up the State took all the
profits, The communities and towns had
to maintain order and take care of all
the drunks, but the State took all the
money derived by way of profits from the
liquor business. In our State legislature
we have had a fight for the last two ses-
sions as to whether the State should be
compelled to make a refund to the mu-
nicipalities out of the profits collected on
the sale of liquor.

The principle involved in this debate
is, What shall be the relation of munic-
ipalities, counties, and States to the Fed-
eral Government in the matter of impos-
ing, collecting, and distributing their
taxes? For that reason, I think that,
while it revolves around a proposal that
does not mean any great additional reve-
nue, it does involve a problem which is
extremely vital to the operation of our
Government. I compliment all the Sen-
ators who have taken part in the de-
bate, which I have followed with great
interest.

Mr. AUSTIN. Mr. President, I now
wish to advert to the question of the
Senator from Connecticut regarding the
effect of the sixteenth amendment. AsI
recall, he asked me if I did not think that
the people of the several States and of
the United States agreed that the Fed-
eral Government could invade the States
and tax the income of municipal bonds
and State bonds and other securities;
and I said “No.”

I wish to say, as a preface, that if the
Constitution did not set up a system by
which the States could be distinct and
separate sovereignties, having the need
of a separate source of revenue for their
existence, and the problem was confront-
ing us here today of creating a govern-
ment, I would say that, on the ground
of policy, if on no other, we ought to pro-
vide an immunity from invasion of the
States by the Federal Government and
from invasion of the Federal Govern-
ment by the States with respect to this
vital function of the maintenance of the
separate governments through revenues
collected by them, or borrowed by them,
or obtained in any way by which they
could be obtained. In other words, what
I am trying to convey is that upon ethical
grounds, upon common sense, upon po-
litical grounds, I am opposed to the waiv-
ing of this immunity from taxation by
each other, which, throughout the life
of our country, has always existed on
the part of the States and on the part
of the Federal Government.

Mr. President, I shall not weary the
Senate by reviewing numerous cases and
discussing what they hold and the lan-
guage in which the holding was couched.
This work has been beautifully done
already by the Senator from Chio. But
I ask anyone who is sufficiently inter-
ested in that element of the discussion
to turn to the table of leading cases in
the content table of the views of the
minority, submitted by me as Report
No, 2146, part IT, Seventy-sixth Congress,
third session, Special Committee on Tax-
ation of Government Securities and
Salaries created by Senate Resolution 303
of the Seventy-fifth Congress,
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' There practically on one page—there
are four cases cited on the next page—
are listed cases and decisions by the Su-
preme Court of the United States which
include decisions rendered after the
adoption of the sixteenth amendment
and continuing down to the time the re-
port was submitted. There is also for
convenience, set forth in a line or two,
a catch phrase from each of those cases
which shows what it held bearing on this
point. From the report it will not take
5 minutes to get a hird’s-eye view of the
history of this jurisprudence since the
sixteenth amendment was adopted, and
from it any man of reason, any man
who is not so blind that he cannot see;
must observe that the highest authority
there is on questions of constitutionality,
the Supreme Court of the United States,
which was created particularly and
uniquely for the purpose of construing
the Constitution of the United States,
has repeatedly and continuously held that
the sixteenth amendment did not give
any authority or extended scope of tax-
ation. No new power whatever was con-
sidered; none was granted. Up to the
time when the sixteenth amendment was
adopted, Congress had just the same
powers as the sixteenth amendment
sought to confer, but when Congress tried
to exercise them with respect to a tax
which was not apportioned among the
several States it bumped into trouble,
and it was to escape that difficulty that
the sixteenth amendment was adopted.
The emphasis should be on the “without
apportionment” clause of the sixteenth
amendment, wholly and entirely, for that
is its meaning as held by the Supreme
Court repeatedly.

I like to use the National Life Insur-
ance Co, case because the National Life
Insurance Co. is a Vermont corporation,
and I have personal acquaintance with
the men who handled the case. They
were friends of mine, and I was familiar
with it when it was being tried. In that
case the decision again asserted—and I
quote this line:

The United States may not tax State or
mu.ulclpal securities.

Could anything be plainer than that?

Mr. CONNALLY. Mr. President, will
the Senator yield there?

Mr. AUSTIN. I yield to the Senator
from Texas.

Mr, CONNALLY, The State of Ver-
mont or the State of Texas, or any other
State, in order to function as a State,
must have a State capitol building, must
it.not?

Mr., AUSTIN. Yes, indeed.

Mr. CONNALLY, If, however, the
State’s efforts to provide the building
must result in the issuance of bonds, and
if the bonds are taxed by the Federal
Government, is not the Federal Govern-
ment then taxing a supposed sovereign
for the right to exist?

Mr. AUSTIN. It is, and it is laying a
burden upon the credit of the sovereign
State before the credit power is exer-
cised. That is one of the reasons why it
is an invasion of a function which is ex-
clusively that of the State and one that is
absolutely necessary to its existence,

Mr. LUCAS, Mr, President——
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The PRESIDING OFFICER (Mr.
BUNKER in the chair). Does the Senator
from Vermont ylield to the Senator from
Tllinois?

Mr. AUSTIN. I yield.

Mr. LUCAS. Can the chle Senator
from Vermont tell me whether or not the
Congress in the past has ever attempted
to levy or has levied a tax on municipal
issues?

Mr., AUSTIN. Yes, and the question
brings me to state the proof as to how
the sixteenth amendment has been in-
terpreted in actual practice. Good lawyer
that he is, the Senator from Illinois recog-
nizes that there is nothing that has more
probative force in the construction of a
constitutional provision than the current
interpretation made of it by its authors
and by those who first put it into effect,
and certainly by the courts which have
passed upon it ever since it was ratified.

Since 1913, when the sixteenth amend-
ment was ratified, Congress has year
after year and session after session vir-
tually reiterated the principle that the
United States may not tax State or
municipal securities, and put its seal of
approval on the principle by repeatedly
and expressly providing, in every tax bill,
that the income from such securities
should be exempt from taxation. So we
have the highest authorities on earth, we
have the Congress of the United States,
and we have the Supreme Court of the
United States, unvaryingly, without a
single break from 1913, when Article
XVI of the amendments was ratified,
down to the present time, respecting and
consolidating the positions of the several
States of the Union in respect of the
most important and necessary function
of government, namely, the raising of
revenues for its existence.

Mr. LUCAS. I am not sure that I
made myself clear. Yesterday when the
Senator from Michigan [Mr, Brown]
was debating this very important reve-
nue measure he made a statement in
which he said, as I recall, that at one
time in the history of this Nation legis-
lation was enacted by which municipal
securities were taxed. That is what I
was referring to primarily. I know ex-
actly what has been done since the six-
teenth amendment was ratified, and I
agree with everything the able Senator
from Vermont has said. I did not have
an opportunity to question the Senator
from Michigan upon that point, and I
am wondering whether or not the Sena-
tor from Vermont is familiar with the
statement that was made, and familiar
with the legislation referred to, if there
was any. :

Mr. AUSTIN. Mr. President, the
question being asked me in that form, I
should not feel like answering it directly,
because I certainly do not know of the
history to which reference is made. I do
know that section 22 (b) (4) of the
Revenue Code has for all these years ex-
empted from taxation the income from
bonds of States and political subdivisions
of States. I do know that that is the best
evidence of the view of the Congress of
the United States of the meaning of arti-
cle 16 of the amendments to the Federal
Constitution.

Mr. BARKLEY. Mr. President, will
the Senator yield?
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Mr. AUSTIN. 1 yieid.

Mr, BARKLEY., I think the Senator
from Illincis and the Senator from Ver-
mont will find that during the Civil War
there was levied a general income tax,
for war purposes, which included a tax
on the income from municipal bonds.
It was subsequently repealed, and, as I
recall, never got into the courts at all,
to be passed upen by the Supreme Court
of the United States. But such a tax
was levied for a few years, as I reeall,
beginning during the Civil War.

Mr, AUSTIN. I thank the Senator
from Kentucky. I have observed that
his memory is one of the phenomenal
things about him, and he is a man whose
capacity and character I greatly admire
for other reasons also.

Mr. BARELEY. I thank the Senator
from Vermont.

Mr. LUCAS. As was stated by the
Senator from Kentucky, that law was
passed during the Civil War or imme-
diately following the Civil War, and was
rrimarily and solely for war purposes.

Mr. BARELEY, Yes.

Mr. LUCAS. After the war was over
and the purpose had been served, the
Congress of the United States repealed
the law before the Supreme Court had
ever had an opportunity to pass upon the
validity of the legislation.

y Lgr. BAREILEY. I think that is the
ace.

Mr. LUCAS. Assuming that to be
true, the provision now proposed is not
to be enacted for any war purpose, but
it is a principle which those sponsoring
it are attempting to enact as legislation
which will remain upon the statute bocks
for all time, at least until it is repealed,
or until it is passed upon by the Supreme
Court of the United States and held not
to be constitutional. In other words,
as I follow the trend of the debate, there
is very little to be gained, from the stand-
point of raising revenue, by taxing the
income from municipal issues, but the
effort is now to fasten a principle not
heretofore enacted into legislation to
stand for all time to come.

Mr, AUSTIN. The Senator is correct.

Mr. LUCAS. To my mind there is a
very serious question as to what should
be done, I have attempted; in my lim-
ited way, to follow the debates on the
subject, and I certainly do not want to
do anything by my vote which may re-
sult in an encroachment upon the pow-
ers of the States,

Mr. AUSTIN. Isubmit that we should
exert ourselves to protect the States.

Mr. LUCAS., I am inclined to agree
with the Senator that we should do so.
On the other hand, I desire to make it
clear that I do not want to do a single
thing in connection with any proposed
legislation coming before the Congress
of the United States that will thwart the
war effort one iota, and I know that the
Senator from Vermont does not want to
do that either.

Mr. AUSTIN, Of course not.

Mr, LUCAS. That is constantly in
my mind as I attempt to make a deci-
sion upon the very important question
before us, If I thought for one moment
that the proposed amendment would
aid the war effort, and at the same time
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not seriously cripple the municipalities
in any way, I would not hesitate for a
moment to vote for the amendment.
That question is hanging in the balance
at the present time. I seriously doubt,
from what I have heard from both the
proponents and the opponents of the
proposed legislation, that the benefits
which we would derive, from the stand-
point of revenue to help in the war effort,
would be sufficient to justify overturning
the great principle involved.

I thank the Senator for allowing me
to make this brief statement.

Mr. BURTON. Mr. President, will the
Senator yield?

Mr, AUSTIN. I yield.-

Mr. BURTON. It scems to me that the
statement the Senator from Illinois made
was in the nature of a suggestion that
perhaps the constitutionality of taxing
income from municipal bonds had not
been passed upon by the Supreme Court.
It has expressly been passed upon. The
taxation of interest on such bonds has
been held to be unconstitutional, and I
believe the clearest way to bring that into
the Recorp is to quote briefly from an
opinion delivered by Chief Justice
Hughes, in the case of Willcuts against
Eunn, in 1930. In that case he referred
briefly to the matter now under discus-
sion. He first referred to a case in which
a State had attempted to tax Federal
securities wherein it had been held by
Chief Justice Marshall that such action
was an intrusion of the State government
on the Federal Government, Chief Jus-
tice Marshall had said:

The right to tax the contract to any ex-
tent, when made, must cperate upon the
power to borrow, before it is exercised, and
have a sensible influence on the contract.
The extent of this influence depends on the
will of a distinct government. To any extent,
however Inconsiderable, it is a burden on the
operations of government. * * * The tax
on Government steck is thought by this Court
to be a tax on the contract, a tax on the power
to borrow money on the credit of the United
Btates, and, consequently, to be repugnant
to the Constitution.

That decision held that a tax by a State
upon Federal stock was unconstitutional.

Chief Justice Fughes then continued,
reading from page 227, volume 282, of the
United States Reports, as follows:

This language was applied by the court in
Pollock v. Farmers' Loan & Trust Co., supra
(157 U. 8. at p. 586), in holding invalld Fed-
eral tazation “on the interest” from munici-
pal securities,

That was a unanimous decision ren-
dered by the Supreme Court in 1895, and
it stands unchanged to this day.

It has been the law of the United States,
as interpreted by the Supreme Court, that
the Constitution precisely prohibits a
statute such as the one now being pro-
posed by the Committee on Finance.

Mr, AUSTIN. Was the Senator read-
ing from the Dravo case?

Mr. BURTON. No, I was reading from
the case of Willcuts against Bunn.

Mr, AUSTIN. That is a later case than
the Dravo case, is it not?

Mr. BURTON. The decision in the case
which I have read was rendered in 1930.
I think the Dravo case was decided in
1937.
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Mr. AUSTIN. The Dravo case is a later
case. I shall later call attention to the
language in the Dravo case. It is very
applicable to the point the Senator from
Illinois raised in his question.

Mr. LUCAS. I want to take the opoor-
tunity of thanking the Senator from Ghio
for quoting the decision in the Willcuts
case. As I listened to it, it seemed to be
on all fours with the holding in the Pol-
lock case.

Mr. BURTON. There is no question
about the Pollock cases. There are two
of them. The decision is on all fours. It
It was recognized repeatedly in dicta,
The court goes to great length to point
out that they were not at that time over-
ruling the former decision, or passing
upon the issue now being discussed.

Mr. LUCAS. The decision in the Pol-
lock case was handed down in 1895. That
was a great many years ago, and we have
been progressing since that time, and I
take it that the proponents of the pro-
posal now before us are hoping that the
Supreme Court will overturn the decision
of 1895, I do not know whether that
argument has been made upon this floor,
but apparently, if the Senator was cor-
rect in quoting the language, as I know he
was, it is apparent that the Supreme
Court will have to reverse iiself in the
event the proposed legislation is adopted
and finally reaches the Supreme Court.

Mr. BURTON. That is clear, it will
have to reverse itself, and the Court in
several cases—and I dare say the Sen-
ator from Vermont can call attention to
them—has directly commented on that
fact.

Mr. AUSTIN. Mr. President, I re-
ferred to many of the decisions, though
I do not believe to all. There have been
about 30 decisions rendered since 1913
holding uwniformly the same way, that
this immunity is vital and that the Fed-
eral Government may not tax State and
municipal bonds. The application was
madtle in the case of James against Dravo
Contracting Co. in 1937.

Mr. BROWN. Mr. President, will the
Senator yield?

Mr. AUSTIN. I yield.

Mr. BROWN. Do the Senator from
Ohio and the Senator from Vermont
state that the Supreme Court has, since
the decision in the Pollock case, passed
on the guestion of whether or not income
from municipal bonds is taxable by the
Federal Government? If so, how did
the guestion arise?

Mr. AUSTIN. Mr. President——

Mr. BROWN. - There is only one an-
swer which the Senator cen make, and
it is no. It never has passed upon the
guestion.

Mr. AUSTIN. I think I shall have to
read some cases to the Senate. If the
Senator from Michigan asserts that the
Supreme Court has not passed on this
question since the Pollock case, let me
read a few cases, and then let the Sen-
ator from Michigan make his own argu-
ment. The Senator made that claim
yesterday. I was astounded then and
am astounded now that the Senator
should imply what he does imply. I will
leave it to the Court, and read the lan-
guage of the Court. Then the Senator
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may do what he pleases with the lan-
guage when he comes to respond.

Mr. BROWN. Will the Senator per-
mit me——

Mr. AUSTIN. I yield.

Mr. EROWN. How could the Court
pass on the question when no attempt has
been made to impose the tax since 1895?

Mr. AUSTIN.. I will read the language
of the Court. Iknow of no better answer
to the Ssnator from Michigan than the
language of the Supreme Court of the
United States. I am reading from page
28 of the minority report to which I re-
ferred before, I read from the case of
James v. Dravo Coniracting Co. (302
U. 8. 134) the following language:

There is no ineluctable logic which makes
the doctrine of immunity with respect to
Government bonds applicable to the earnings
of an independent contractor rendering serv-
ices to the Government. That doctrine
recognizes the direct effect of a tax which
“weculd operate on the power to horrow be-
fore it is exercised” (Pollock v. Farmers
Loan & T. Co, * * * gupra) and which
would directly affect the Government's obli-
gation as a continuing security. Vital con-
slderations are there involved respecting the
paramount relations of the Government to
Investors in its securities and its ability to
maintain its credit—considerations which
are not found in connection with contracts
made from time to time for the services of
independent contractors.

Reflect for a moment upon what the
Court said in 1869. Remember I have
been reading from a decision in 1937. I
now turn back the pages to 1869. The
Court then held: :

It may be admitted that the reterved rights
of the States, such as the right to pass laws,
to give effect to laws through executive
action, to administer justice through the
courts, and to employ all necessary agencies
for legitimate purposes of State government,
are not proper subjects of the taxing power
of Congress,

Mr, LUCAS. Will the Senator repeat
the last paragraph?

Mr, AUSTIN. Yes.

t may be admitted that the reserved rights
of the States, such as the right to pass laws,
to give effect to laws through executive ac-
tlon, to administer justice through the courts,
and to employ all necessary agencies for legit-
imate purposes of State government, are not
proper subjects of the taxing power of Con-
gress,

Mr. President, from that day to this the
Supreme Court has unequivocally upheld
the doctrine of State immunity in no less
than 34 decisions extending down to and
including the most recently decided cases.
The 34 cases are listed in the brief sub-
mitted to Congress by the attorneys gen-
eral of the States entitled “Constitutional
Immunity of State and Muncipal Securi-
ties—A Legal Defense of the Continued
Integrity of the Powers of the States,”
pages 60 to 62.

Mr. LUCAS. Mr. President, will the
Senator yield?

Mr. AUSTIN. I yield.

Mr. LUCAS. As I understand, when
that decision was written there was no
legislation upon the statute books affect-
ing the taxation of municipal securities.

Mr. AUSTIN. In 18697 I do notknow.

Mr. LUCAS. I was wondering how the
case got before the Court, and what
caused the Court to make the decision
which it made,.
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Mr. AUSTIN. I have digested that
somewhere, but I cannot immediately
find it.

Mr. LUCAS. I ask the question simply
in view of what the Senator from Michi-
gan said a moment ago.

Mr. BROWN. Mr. President, will the
Senator yield to me for a moment?

Mr, AUSTIN. I yield.

Mr. BROWN. In the first place, the
Dravo case was one which very strongly
supports the position taken by the Sen-
ator from Michigan instead of that taken
by the Senator from Ohio [Mr. BurToN]
and the Senator from Vermont [Mr.
AvsTiN] in this respect——

Mr. LUCAS: Mr. President, I am
simply an innocent bystander trying to
ascertain the facts.

Mr. BROWN. The controvaersy there
was over a tax imposed by the State of
West Virginia upon the gross receipts of
a contractor having a Government con-
tract to build——

Mr. AUSTIN. Is the Senator spealt-
ing about the Pollock case?

Mr. BROWN. No; the Dravo case.
The case involved the right of the State
of West Virginia to tax the gross receipts
obtained from the Federal Government
by a contractor who, under a contract
with the War Department, built certain
dams and locks in a river in West Vir-
ginia. By a 5-to-4 decision the Court
held that notwithstanding the fact that
the cost to the Government of the United
States was increased by reason of the
State tax upon the gross receipts of the
contractor, it was nevertheless a wvalid
tax. The Senator from Vermont cannot
find any cases—there are not any—since
the Pollock case, a case which will, in my
judgment, be clearly overruled, and which
I think is overcome by the sixteenth
amendment, wherein the question of the
right of the Government to tax bonds of
a municipality or a State was submitted
to the Supreme Court of the United
States. The question never has been
submitted since the Pollock case, because
there has been no opportunity to do so.
We have never attempted to tax such
bonds.

Mr. AUSTIN. Yes, Mr. President, that
is the turn which this sort of logic takes.
The Court has not passed upon that point
as the only or the direct issue necessary
in order to decide the case. Those who
present such an argument can get away
with that all right, but they cannot get
away from the well-considered reasoning
of the Court which held time after time,
in spite of the fact that it was not neces-
sary to a decision of the case, that the
Federal Government could not fax the
income on the securities of States and
municipalities.

Mr. BROWN. Mr. President, will the
Senator yield?

Mr, AUSTIN. I yield.

Mr. BROWN. The Senator will re-
member that in Evans against Gore, the
Supreme Court of the United States held
that the salary of a Federal judge could
not be taxed. The Senator will recall
that very recently the Supreme Court
reversed its decision in Evans against
Gore, in the light of a much more reason-
able basis of reasoning, in my judgment,
and held that the salary of a Federal
judge could be taxed. Precisely the same
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reasoning stands back of the power of the
Federal Government to tax the income
on municipal bonds.

Mr. AUSTIN. My, President, I cannot
understand how the Senator from Michi-
gan can face the language of the Su-
preme Court in decision after decision
and make the arguments which he makes
here in favor of this type of reform in
government. There is not any doubt of
this language in the National Life Insur-
ance Co. case:

It is settled doctrine that directly to tax
the income from securities amounts to taxa-
tion of the securities themselves,

There is a breach between the word
“themselves” and what I now read—

Also that the United States may not tax
State or municipal obligations.

My recollection is that in the National
Life Insurance Co. case the Court passed
directly upon the question of the power
to tax State or municipal securities.
Some of the bonds in the portfolio of the
National Life Insurance Co. were of this
character.

Mr. LUCAS. Mr. President, in what
year was that case decided?

Mr. AUSTIN. It is the case of Na-
tional Life Insurance Co. v. United States
(227 U. 8. 508) , decided in 1928.

Ir Evans against Gore, a case in which
Mr. Justice Vandevanier rendered the
opinion holding that the salary of a Fed-
eral judge could not be taxed for the
reason that it would be a diminution of
his salary, the decision was based on an-
other ground, as Senators can see; but he
also passed upon the question which we
are discussing, and said, after carefully
examining the sixteenth amendment,
that the situation was not remedied by
the words “from whatever source de-
rived,” no new power being granted by
the amendment.

There is no way of arguing around
that. That was the reasoning of the
Court, and if reason does not appeal to
us, what is the use of debating the
question.

The opinion in the Willcuts case, to
which the Senator from Ohio referred,
was written by Chief Justice Hughes. He
distinguished between taxation of a mu-
nicipal bond itself and taxation of the
income, and approved the Pollock case.
What is the use of arguing that the
Pollock case was decided before the six-
teenth amendment was adopted, and
therefore does not apply, when decisions
which were rendered after the sixteenth
amendment was adopted refer to the
Pollock decision and give it stability and
active force? Is there no power at all in
reason?

Mr. BURTON. Mr. President, will the
Senator yield?

Mr, AUSTIN. I yield.

Mr. BURTON. I.have before me the
opinion in the Willcuts case. I read
one sentence from the opinion by Chief
Justice Hughes, on page 227. After dis-
tinguishing the case before the Court, he
said:

But it does not follow, because a tax on
the interest payable on State and municipal
bonds is a tax on the bonds and therefore
forbidden, that the Congress cannot impose
a nondiscriminatory excise tax upon the
profits derived from the sale of such bonds.
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In the case before the court, Chief
Justice Hughes said that profits derived
from the sale of such bonds might be
::Ix;d. but in reaching the conclusion he

But it does not follow, because a tax on
the interest payable on State and municipal
bonds is a tax on the bonds and therefore
forbidden—

It seems to me that the opinion of the
Chief Justice is clear. He thought that
the Pollock case was in effect, and that
such a tax was forbidden.

Mr. AUSTIN. That is what he said
about it. I take his word for it. I think
he said what he meant, and meant what
he said, no matter what this debate may
provoke,’

Mr. BROWN. Mr. President, will the
Senator yield?

Mr. AUSTIN. I yield.

Mr. BROWN. The question in the
Willcuts case did not involve the interest
on bonds at all.

Mr. AUSTIN. No. That is plain. We
understand that. 4

Mr. BROWN. A man had some mu-
nicipal bonds, which he sold at a profit
of some $760. The question was whether
the profit was taxable. The Supreme
Court held that it was taxable,

Mr. AUSTIN. At the same time, it
held that the income was not taxable.

Mr. BROWN. The Court went on to
say, as it has said on a number of oc-
casions, that in its judgment the rule in
the Pollock case still applied. I have
never contended anything else: but the
Senator from Vermont and the Senator
from Ohio are toc good lawyers not to
know that it is a cardinal principle that
a court speaks not through its opinions,
but through its decisions. Since 1896,
when the Pollock case was decided, it has
not decided a case involving the power
of the Federal Government to fax a
municipal bond.,

Mr. AUSTIN. Mr. President, I take
issue with that last statement of ab-
solutism regarding the decisions of the
Court. I say that when the Court refers
to the Pollock case and reaffirms it in a
subsequent case, it adds to the strength
and the moral authority of the prin-
ciples of the Pollock case, and shows that
those principles are in effect today, after
the adoption of the sixteenth amend-
ment, even though the Pollock case was
decided bhefore the sixteenth amend-
ment was adopted. That is the value of
those cases.

I now invite attention to another case,
that of Helvering v. Mountain Producers’
Corporation (303 U. 8. 376). This case
was decided in .938. The Chief Justice
rendered the opinion. In that case he
took up the Pollock case. The immunity
from taxation of such bonds was dis-
tinguished, and the Pollock case was re-
affirmed.

How far are we going with this? We
are about to make a decision of the great-
est importance. By our voite on the
amendment of the Senator from Ohio
we are to say, after full consideration
and debate, whether we now stand for
freedom, as our predecessors have stood
for 150 years, or whether we are to break
down one of its most essential protectors
and bastions.

-
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We are now about to decide by our vote
whether we think we are wise enough to
overrule the repeated decisions of the
Congress relating to the sixteenth
amendment—repeated every year since
that amendment was adopted in 1913—
and now do away with the immunity
which the States and municipalities en-
joy by virtue of constitutionalism—an
immunity not expressed directly in the
Constitution but expressed in the lives of
our people as represented by the Con-
gress of the United States and the Su-
preme Court of the United States. In
time of war are we to stand for freedom
by maintaining freedom’s bastions, or
are we to vote against it by opening the
door to further centralization of power
and removal of the protection which the
States have enjoyed against encroach-
ment upon a function which is abso-
lutely essential to their existence? For
my part, I shall support the amendment
of the Senator from Ohio.

- Mr. THOMAS of Utah obtained the
oor.

Mr. GEORGE. Mr. President, will the
Senator from Utah permit me to dispose
of one brief matter and then suggest the
absence of a quorum?

Mr. THOMAS of Utah. I yield.

Mr. GEORGE. Mr. President, the next
amendment passed over is on page 91,
after line 13, under the heading “Credit
for dividends paid on certain preferred
stock.” The Senator from Maine [Mr.
BrewsTer], the Senator from Alabama
[Mr, BankuEan], and other Senators have
brought the situation to the attention of
the committee, and after conference with
the staff and with the Treasury repre-
sentative, we are of the opinion that the
proposed amendment to the committee
amendment ought to be adopted. The
amendment to the amendment would
simply strike out the word “nonvoting”
in the committee amendment. It has
been discovered that under the constitu-
tions and laws of some of the States a
strietly preferred stock is given certain
voting privileges. Moreover, the Securi-
ties and Exchange Commission has re-
quired the insertion of a limited voting
privilege in the issuance of some pre-
ferred stocks.

If that is the only feature of this par-
ticular amendment which caused it to be
passed over, I am ready, with the consent
of the Senate, to accept the amendment
to the amendment, and let it go to con-
ference. Isthat agreeable to the Senator
from Michigan?

Mr, BROWN. Mr. President, I am very
happy to learn that the Senator has ac-
cepted the amendment to the amend-
ment, because the situation in Michigan
is similar to that in Alabama, Maine, and
other States. I think the amendment to
the amendment would add very much to
the provision, and would carry out my
own original idea in presenting it to the
Finance Committee.

Mr, GEORGE. Mr. President, I ask
unanimous consenf for the present con-
sideration of the committee amendment
on page 91, after line 13, which has pre-
viously been passed over.

The PRESIDING OFFICER. The
amendment will be stated for the infor-
mation of the Senate,
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The Cmier CLERK. On page 91, after
line 13, it is proposed to insert:

SEec. 134. Credit for dividends paid on certain
preferred stock.

Bection 26 is amended by inserting at the
end thereof the following new subsection:

“{h) Credit for dividends pald on certain
preferred stock.—

“(1) Amount of credit: In the case of a
public utility, the amount of dividends paid
during the taxable year on its preferred stock.
‘The credit provided in this subsection shall be
subtracted from the basic surtax credit pro-
vided in section 27.

“(2) Definitions: As used in this subsec-
tion and section 15 (a)—

“(A) Public utflity: The term ‘public
utility’ means a corporation engaged in the
furnishing of telephone service or in the sale
of electric energy, gas, or water, if the rates
for such furnishing or sale, as the case may
be, have been established or approved by an
ageney or instrumentality of the United States
or by a public utility or public service com-
mission or other similar body of the District
of Columbia or of any State or political sub-
division thereof.

“(B) Preferred stock: The term ‘preferred
stock’ means stock issued prior to September
1, 1842, which on SBeptember 1, 1843, and dur-
ing the whole of the tazable year was non-
voting stock the dividends in respect of which
were cumulative, limited to the same amount,
and payable in preference to the payment of
dividends on other stock.”

The PRESIDING OFFICER. Is there
ohjection to the present consideration of
the amendment? The Chair hears none.

Mr. GEORGE. Mr. President, I offer
an amendment to the amendment on
page 92, line 15, after the word “was”, to
strike out “nonvoting.”

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment offered by the Senator from
Georgla to the amendment reported by
the committee.

The amendment to the amendment
was agreed to.

The amendment as amended was
agreed to.

Mr. GEORGE. I now suggest the ab-
sence of a quorum, before the Senator
from Utah [Mr. Tromas] begins his
address.

The PRESIDING OFFICER. The
clerk will call the roll.

The Chief Clerk called the roll, and
the following Senators answered to their
names:

Allten Gerry O'Daniel
Austin Glllette O'Mahoney
Bailey Green Overton

Ball Guffey Pepper
Bankhead Gurmey Radcliffe
Barbour Hatch Reed

Barkley Hayden Reynolds
Bilbo Herring Rosier

Bone Hill Behwartzs
Brewster Holman Ehipstead
Brooks Johnson, Calif, Smathers
Brown Jehnson, Colo. Bmith

Bulow Eillgore Spencer
Bunker La Follette Stow:

Burton Langer Taft

Butler Lee Thomas, Idaho
Byrd Lodge Thomas, Okla.
Capper Lucas Thomas, Utah
Caraway McCarran Truman
Chandler Mcrariand Tunnell
Chavez McEKellar Tydings
Clark, Idaho McNary Vandenberg
Clark, Mo. Maloney Van Nuys
Connally Maybank Wagner
Danaher Mead Wallgren
Davis Millikin Walsh
Downey Murdock Whegler
Doxey Murray i

Ellender Norris Wiley

George Nye Willis
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The PRESIDING OFFICER, Ninety
Senators having answered to their names,
a quorum is present.

Mr. BROWN. Mr. President, will the
Senator yield?

Mr. THOMAS of Utah. I yield.

Mr. BROWN. Mr. President, I ask
unanimous consent that at this point in
the REcorp there be printed the opinion
of the Department of Justice on the con-
stitutionality of the issue now before the
Senate—the right of the Federal Govern-
ment under our income-tax laws to tax
the income from bond issues of State and
municipal governments.

For the benefit of the Members of the
Senate I desire to emphasize the con-
clusions reached by the Department:

The foregoing and an abundance of similar
evidence permitted the conclusion to be
reached In our study that the preponderant
understanding of the States at the time of
the ratification of the sixteenth amendment
was that its adoption would in all prob-
ability carry with it the power to tax the
income from State and municipal bonds.

We should like to reiterate, however, that
the constitutionality of the proposed legis-
lation does not depend exclusively upon the
acceptance of our construction of the six-
teenth amendment, namely, that the words
“from whatever source derived” mean €x-
actly what they say, and as so interpreted
clearly embrace income from Government
securities, With full confidence, the validity
of our conclusion may rest upon the basic
proposition previously discussed that no im-
plied constitutional immunity from Federal
taxation attaches to interest recelved from
State and municipal obligations.

There being no objection, the opinion
was ordered to be printed in the Recorp,
as follows:

DEPARTMENT OF JUSTICE,
Washington, April 14, 1942,
Hon. Ranporra E. PavL,
Tax Adviser to the Secretary of
the Treasury, Washington, D. C,

DeaR Mr. Pavn: On June 24, 1838, Hon.
James W. Morris, Assistant Attorney General
in charge of the Tax Division of the Depart-
ment of Justice, transmitted to the Honor-
able Herman Oliphant, general counsel of
the Treasury Department, a comprehensive
study of the constitutional aspects of the
‘tazation of Government bondholders and
employees. Copies of this study were also
made available to the appropriate congres-
gional committees.

You have requested our opinion on the
constitutionality of the proposal by your
Department to subject to Federal income
tax the interest received hereaffer on cut-
standing and future issues of State and
municipal bonds, with special emphasis on
legal developments subsequent to the pub-
lication of our study. We are pleased to
comply with your request and submit the
following views.

In our earlier study we expressed the fol-
lowing conclusion:

“It is believed that there can no longer
be found in the decisions of the Supreme
Court any rule of continuing authority which
would raise a constitutional prohibition
against applying the Federal income tax to
State bondholders, officers, and employees.”

You are no doubt aware that since that
time the decisions of the Supreme Court on
the question of constitutional tax immunity
have all gerved to reinforce and confirm that
conclusion. The trend toward a limitation
of such immunity, which had developed
when we- published our study in 1938, has
eontinued without interruption to the
present date.
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We are, of course, no longer concerned
with the power of the Federal Government
to tax the income of State officers and em-
ployees. The decision of the Supreme
Court in Graves v. N. Y. ez rel. O'Keefe (308
U. 8. 466), and the enactment of the Public
Salary Tax Act of 1939, have removed that
problem from the field of controversy. Taza-
tion by both State and Federal Governments
of the salaries of public employees is now
an accepted Incident of our fiscal system.
The only remaining question is whether the
income received from State and municipal
obligations may be subjected to Federal
taxation. In our view, the answer is as clear
and certain as the solution of any legal
problem can ever be prior to a final deter-
mination of the precise issue by the Supreme
Ccourt. It is our considered opinion that the
Congress does have the power to tax such
income.

It is, of course, true that the Supreme
Court concluded in Pollock v. Farmers' Loan
& Trust Co. (157 U. 8. 420, 158 U. S. 601)
that a Federal tax could not validly be im-
posed upon income derived from municipal
obligations. That decision was based upon
the theory that a tax on income was a tax
upon the scurce from which the income was
derived. Thus, a tax on the income from
municipal bends was the equivalent of a tax
upon the bonds themselves, and, therefore,
an unconstitutional burden upon the power
to borrow. However, this reasoning has been
completely discredited in later opinions of
the Supreme Court. With the destruction
of the premise of the Pollock case, its con-
clusion must also fall.

“The theory, which once won a qualified
approval, that a tax on income is legally or
economically a tax on its source, is no longer
tenable * * *” sald the Supreme Court
in March 1929, in Graves v. N. Y. ex rel. O'Keefe
(308 U. 8, 480), Less than a year earlier in
Helvering v. Gerhardt (304 U. B. 405), the
Court had sustained a Federal tax upon the
salaries received by employees of the Port
of New York Authority. The clalmed im-
munity, if allowed, would in the Court’s
opinion (p. 424) have imposed "to an inad-
missible extent a restriction upon the taxing
power which the Constitution has granted to
the Pederal Government.” The imposition of
a State tax upon the salary of a Federal em-
ployee was similarly held in the O'Eeefe case
not to place an unconstitutional burden upon
the employing sovereign. Collector v. Day
(11 Wall, 113), -another landmark decision
like the Pollock case, was thus overruled.
The express denial in the O'Eeefe case that
a tax on income was the equivalent of a tax
upon the source represented no new thought
but was rather a relteration of a principle
which had been applied in the court’s prior
decision in New York ez rel. Cohn v. Graves
(300 U. 8. 308), and in Hale v. State Board
(302 U. 8. 85). There, too, it had been recog-
nized that “income is not necessarily clothed
with the tax immunity enjoyed by its source.”

The opponents of the pending proposal
urge that it would produce an unconstitu-
tional “interference” with State governments,
Translated into practical terms, the interfer-
ence complained of is merely the increased
cost of future public borrowing which might
be occasioned by the tax. It is significant
that this increased cost involves no discrimi-
natory burden. Rather, it represents the
effect of placing income from private and
public sources upon the same plane of
equality. The absence of any element of dis-
crimination would be helpful in sustaining
the constitutionality of the proposed tax.

Until the Supreme Court handed down its
decision in Alabama v. King & Boozer on
November 10, 1941 (314 U. 8. 1), there was
room for the view that, despite the decisions
affecting public employees a constitutional
immunity from taxation might possibly be
accorded to Government bondholders. Mr.
Justice Stone had stated in the O'EKeefe opin-
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ion, page 486, that there was no basls “for
the assumption that any * * * tanglble
or certain economic burden is imposed on the
Government concerned as would justify” a
decision that the tax upon the employee's
salary was invalid.

On the other hand, it is no doubt true
that the issuing government would bear a
part of the economic burden of an income
tax Imposed upon the bondholder. Never-
theless, this Department did not attach to
the statement of Mr. Justice Stone the sig-
nificance urged for it by those who have
opposed the legislation now suggested. The
recent decision in Alabama against King &
Boozer confirms our view. It is now clearly
established that the validity of a tax upon
bond interest will not be affected by the
increased likellhood that the economic bur-
den will in some measure bc passed on to the
Government.

The question in the Alabama case was
whether an Alabama sales tax, which was
to be collected from the buyer, was un-
constitutional in its application to pur-
chases made by & contractor engaged by the
United States under a cost-plus-a-fixed-fee
contract. It was quite clear, of course, that
the entire burden of the tax would be borne
by the Government. In fact, the Govern-
ment had agreed with the contractor that
State taxes, if valid, would constitute part
of the cost of the project and would be as-
sumed and borne by the Government. Hence
there was no uncertainty as to the economic
effect of the tax as in the earlier case of
James V. Dravo Contracting Co. (302 U. S.
134), which involved a lump-sum contract
The Bupreme Court nevertheless sustalned
the Stafte exaction. In the course of its
opinien the Court made the following ob-
servation (pp. 8-9):

“So far as such a nondiscriminatory State
tax upon the contractor enters into the cost
of the materials to the Government, thal is
but a normal incident of the organization
within the same territory of two independent
taxing sovereignties. The asserted right of
the one to be free of taxation by the other
does not spell immunity from paying the
added costs, attributable to the taxation of
those who furnish supplies to the Govern-
ment and who have been granted no tax
immunity.”

Thus, the Supreme Court finally laid to
rest the theory that an economic burden
in terms of increased governmental costs
invalidates a tax. The earlier opinions in
Panhandle Oil Co. v. Knoz (277 U. 8. 218),
and Graves v. Texas Co. (208 U. 8. 393), were
held untenable so far as they supported the
contrary conclusion.

A decision which supports State taxation
of Federal cost-plus-a-fixed-fee contractors
would operate at least equally to sustain a
Federal tax imposed upon State bondholders.
Both relationships rest upon contract; one
involves the furnishing of supplies and serv-
ices, the other money. The tax in each
instance would increase the cost of govern-
mental operation: In the case of the State
tax on the Federal contractor, to the full
extent of the tax exacted; in the case of the
State bondholders, to some extent which Is
difficult of precise ascertainment. Paraphras-
ing the language of the Supreme Court in
the Alabama case, we may therefore conclude
that so far as a nondiscriminatory Federal
income tax upon a holder of a State obliga-
tion enters into the cost of borrowing, that
is but a normal incident of the organization
within the same territory of two independent
taxing sovereigns.

‘What has been sald thus far as to the
power of the Federal Government to impose
a tax upon income received from State obli-
gations applies with equal force to all interest
hereafter received whether upon future issues
or upon outstanding obligations. No con-
stitutional guestion as to the validity of a
retroactive tax is involved. (See United
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States v. Hudson (289 U. S. 488), and cases
cited therein.) The proposed tax reaches only
future income, and is therefore entirely pro-
spective in operation. It possesses the same
constitutional validity as the income tax im-
posed by the Public Salary Tax Act of 1839
upon the income received after 1938 by all
Federal judges, irrespective of the date of
their appointment to office.

The assumption, which was formerly prev-
alent that interest received upon State se-
curities was immune from Federal taxation,
is analogous to the assumption of many
years standing that under Evans v. Gore (2563
U. 8. 245), an income tax upon the salaries
of Federal judges would be unconstitutional
as a diminution of thelr compensation. The
salaries of some Federal judges were made
subject to the income-tax laws by the Reve-
nue Act of 1932, which required that all
compensation received by judges taking office
after June 6, 1932, the effective date of the
act, be included in gross income. Judges
who had taken cffice prior to June 6, 1932,
were thus given a statutory tax immunity.
In the case of the bondholder, express statu-
tory exemption was included in the act of
COctober 3, 1913, and this provision was re-
peated in later acts. With the realization
that tax immunity of judges who had taken
office prior to June 6, 1932, was not a con-
stitutional requirement, the Congress, by the
Public Salary Tax Act of 1939, took the final
step to remove it. The present proposal to
tax future income of all State securities is
therefore consistent with the procedure and
objective of the Public Salary Tax Act of
1939. A further illustration of the applica-
tion of the income-tax laws to future income
arising out of transactions which were closzed
before the particular taxing provision was
adopted may be found in Burnet v. Wells
(289 U. 8. 670). The grantor of an irrevo-
cable trust was there held constitutionally
taxable upon the trust income although the
trust had been created before the enactment
of the statute imposing the tax.

There 18 no constitutional basis for con-
tending that income hereafter received upon
outstanding State bonds must be free from
Federal taxation because the obligations were
issued and purchased on that implied or ex-
presszd understanding. The Federal Gov-
ernment was not a party to such contracts
and the power of the Congress to enact a
revenue measure is not fettered by any agree-
ment between individuals or between an in-
dividual and a State. There are many illus-
trations of this proposition. Thus, in Louis-
ville & Nashville R. R. v. Motiley (219 U. 8.
467), an act of Congress which prohibited the
enforcement of certain contracts for trans-
portation was upheld, although applied to a
preexisting contract, In New York v. United
States (257 U, 8. 591), an order of the Inter-
state Commerce Commission which increased
an intrastate railroad rate was upheld even
though the State charter had provided that
a lesser raie should be charged by the com-
pany. See also Norman v. B. & O. R. Co, (204
U. B. 240).

It accordingly appears that no objection on
constitutional grounds can be successfully
raised against the proposal to tax the income
hereafter received upon outstanding State
obligations. Indeed, the assistant secretary
of the Conference on State Defense has ad-
mitted that if Federal taxation of income
arising out of future issues of State bonds is
constitutional, “there remalns no constitu-
tional bar to Federal taxation of the income
received from the bonds now outstanding.”
(Tax Immunity and the Revenue Bond, by
Daniel B. Goldberg, a printed memorandum
distributed by the Conference on State De-
fense, March 1940.)

The Department’s study of 1938, referred
to above, reached a second and alternative
conclusion that irrespective of the weakened
vitality of the Pollock case and Collector V.
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Day, there is sound basis for a construction
of the sixteenth amendment which would
remove the immunity of the State bond-
holder and officer. We there examined at
length the history of the ratification of the
amendment and presented as exhibits the
evidence which would support that conclu-
slon, Accordingly, we refrain from entering
into that phase of the problem in detail.
One brief observation, however, seems appro=-
priate.

At the hearings last month before the
Committee on Ways and Means of the Iicuse
of Representatives reference was made to the
fears expressed in 1910 by then Governor
Hughes, of New York, that the proposed
sixteenth amendment would authorize the
taxation of interest received from State and
municipal obligations. Reference was also
made to the subsequent assurances of Sen-
ator Root and Senator Borah leading to the
conclusion that the amendment was adopted
by the legislatures of all the States with the
views of the latter two in mind. The state-
ments of Governer Hughes and of Senators
Reot and Borah, and of many others, were
gathered and commented upon in cur study.
1t is significant that a large number of public
ofiicials (some agreeing and others disagree-
ing with the construction placed upon the
amendment by Governor Hughes) urged that
if the Hughes construction was correct, it
furnished an additional ground for the adcp-
tion of the amendment. Among these was
Frederick M. Davenport, to whom Senator
Root’s letter had been addressed, and Senator
Brown, of Nebraska, who was the father of
the joint resclution submitting the amend-
ment to the States. It is also significant
that the New York Legislature rejected the
amendment in 1910 after the message of
Governor Hughes, but ratified it subse-
quently under the administration of Gov.
John A. Dix, who vigorously championed the
broadest interpretation of the amendment.

The foregoing and an abundance of sim-
flar evidence permitted the conclusion to be
reached in our study that the preponderant
understanding of the States at the time of
the ratification of the sixteenth amendment
was that its adoption would in all probability
carry with it the power to tax the income
frcm State and munieipal bonds.

We should like to reiterate, however, that
the constitutionality of the proposed legisla-
tion does not depend exclusively upon the
acceptance of our constructlon of the six-
teenth amendment, namely, that the words
“from whatever source derived” mesan exactly
what they say, and as so interpreted clearly
embrace income from Government securities.
With full confidence, the validity of our con-
clusion may rest upon the basic proposition
previously discussed that no implied consti-
tutional immunity from Federal tazation
attaches to interest received from State and
municipal obligations.

Very truly yours,
SamuEL O. CLARK, Jr.,
Assistant Attorney General.

Mr. THOMAS of Utah, Mr. President,
there are times'in the history of our coun-
try which become epochal in relation to
various things which the Government has
done. I deem the action of the Senate
Finance Committee in reporting two
propositions almost epochal insofar as
they will affect, and affect for the better,
the taxing habits of our Government.

Despite what has just now been said by
the Senator from Vermont, I have felt,
and I think others have felt with me, that
when the people spoke for the sixteenth
amendment they asked for and they re-
ceived a power which Congress had at
first been denied, and that that power,
granted under the authority of the Con-
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stitution, through the amending power,
was meant for universal application in
the ordinary sense in which I use that
term. I do not mean that something
from which no tax returns can be gained
should be taxed merely in order to make
taxes universal. I think it is perfecily
proper and in keeping with the income-
tax theory to permit the ordinary exemp-
tions.

However, certainly the words “from
whatever source derived” meant some-
thing. I have been told that every word
in our Constitution is important, and
especially important to constitutional
lawyers, and that sometimes the weight
of each word is equal to that of all other
words. Of course, that is a fallacious
statement, and no one would argue it.

However, we all know that an income
tax had been attempted and had been
denied by the High Court on constitu-
tional grounds; that the sixteenth
amendment was adopted in order to over-
come a decision of the Supreme Court;
and that with the adoption of the six-
teenth amendment there was a change
and a development of the American tax-
ing powers.

The pending bill provides for a reduc-
tion of the exempticns so as to make it
possible for the Federal Government to
bring about taxation of income from mu-
nicipal bonds and securities. It provides
for a tax on gross income—a tax which,
as I view the subject, is the most just
of all taxes, because it is levied uni-
versally, without deductions, and without
preferences. I hope and trust that this
new proposal will become law, and that
it may become a fundamental part of
our income-tax procedure as time goes
on. I say that, not as a constitutional
lawyer, for I am not a constitutional law-
yer, but as a matter of ordinary fairness
as between individuals.

The sixteenth amendment was no
sooner adopted than immediately the tax-
ing power given Congress under the
amendment started to be narrowed, and
we soon learned that we could tax income
from whatever source derived except
judges’ salaries; that we could tax income
from whatever source derived unless it
happened to be salaries of State officials
or those receiving their money from State
taxes; that we could tax income from
whatever source derived unless it hap-
pened to be from a bond or security
issued by a Siate or by a subdivision of a
State. Gradually, through Ilitigation,
through contest, the words “from what-
ever source derived” were modified by
condition after condition. Of course, if
the fundamental theory in a democracy
that people and things should be treated
on the basis of eguality is not accepted,
then the narrowing of the taxing range
seems logical to the man who likes special
privilege; it seems logical to a person who
believes that some should give and others
should not; it seems logical to those who
entertain the theory of taxation that
there should be those who should not pay
their just share of the burden.

Even when I was a beneficiary of tax
interpretations I could never understand
why my pay should not be taxed when
the pay of a fellow professor in a ncigh~
boring institution was taxed.
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I cannot even now understand the basis
on which certain deductions are allowed.
I cannot understand why—and this, per-
haps, is an argument in favor of a tax on
gross income—if I give a dime to some-
body who needs it badly, I cannot be
allowed a deduction in computing my tax,
but if I give the dime to an intermediate
agency, then I can be allowed the deduc-
tion, although the person who is to be
the beneficiary will probably receive only
9 percent of the dime. That is one of the
simple things to which, of course, great
courts, and especially great lawyers who
read decisions over and over again, never
pay attention. :

Mr. BROWN. Mr. President, will the
Senator permit an interruption there, to
allow me to interpolate a quotation from
an editorial in the New York Times which
says almost the same thing the Senator
is now saying?

Mr. THOMAS of Utah. I should be
glad to have the Sanator do so, but I did
not read the editorial.

Mr. BROWN. It is so close to what the
Senator has stated that I think it but-
tresses and supports his argument. This
was said at the time the sixteenth amend-
ment was under consideration. Would
the Senator mind if I read it?

Mr. THOMAS of Utah. I should be
glad to have it read.

Mr. BROWN. The New York Times
in an editorial published on March 2,
1910, said:

The question regarding the constitutional
amendment enabling the Federal Govern-
ment to lay a tax on incomes “from what-
ever source derived” is not a question regard-
ing the conflict of laws, or for the construc-
tion of an cbscure statute, involving diffi-
cult question of principle. It iz a question
addressed to the man in the street regarding
the adoption of a new policy as to which his
views should and will prevail. It is a ques-
tion without roots in the past and looking
wholly to the future. The Supreme Court
perhaps might listen patiently to such an
argument as Senator Root's, but the men in

the street will pay no attention to it, and’

should not.

Ii is not a question for the Supreme Court.
One man is theoretically as competent as
another under universal suffrage to say
whether the proposed constitutional enable-
ment of the taxation of incomes from all
sources means that incomes from some
sources are not included, because they were
rot included when the Constitution was
worded differently. The votes and the in-
telligence of the common people will and
should csettle this question. Indisputably
they think and have a right to think that
the proposition is that Congress may tax
all incomes. The four words mean the
same after the 4,000 words of Senator Root’s
argument are digested as before, and can-
not be made to mean anything different, ex-
cept by technicalities which can only prevail
at the cost of defeating the people’s will.

- - L] * L

It is only necessary to find the meaning
of a few easy words, and they are to he
understood with the same freedom of natural
and spontanecus interpretation as would be
used in the case of private and personal
interest. Only trouble can be made by sub-
stituting other words assumed to be equiv-
alent, and arguing as though they were in
the act, or that the meaning is otherwise
because it ought to be otherwise. Millions
will, through their Representatives, vote on
the income tax who will never see Senator
Root's argument, and who ought not to be
troubled with it, their own interpretation
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of the language being the very thing in ques-
tion. To argue that some sources of income
will not be taxable because they ought not
to be taxable, or hecause they have not
been taxable before, is beside the point.

Mr, THOMAS of Utah. I thank the
Senator, and I appreciate his reading
from the editorial. I know that that is
the way it looks to the man in the street.
I do not for a moment discount the type
cof deduction made by the man in the
street, because our Government operates
as a result of the deductions of its citi-
zens. Men do not go to the ballot box
and weigh every argument in favor of
this man or that man. They vote in fa-
vor of the man who they think better
represents their ideas of the American
system of government,

I said in the beginning of my remarks
that, either consecicusly or unconsciocusly,
we have done remarkable things which
have produced the real evolution in the
development of our constitutional
scheme. Those things have been done
as the result of certain stimuli. I think
that the two recommendations of the
Finance Committee, which I am now dis-
cussing, ccme as the result of long study
and because that committee has con-
sistently tried to make the income tax a
fair and a just tax, and these two addi-
tions will make it a fair tax and a more
Jjust tax.

The argument, Mr. President, about
our Federal system, about the destruc-
tion of sovereignty, about destroying the
rights of our cities and of our States by
taxing a person’s income which is re-
ceived from a State bond, does not appeal
strongly to me. We sometimes say we
are taxing State bonds; buf there is no
tax on the bond itself; the tax is on the
individual income derived from the bond.
There is a difference, and we should
not allow cur words to be confused in
that manner.

It has been stated so many times that
our Government would be destroyed by
some act that I marvel that it is able to
exist at all. Consider what has been
done within the last 5 or 6 years in merely
getting rid of various exemptions. In
each instance the same argument was
used that is new presented; yet the Fed-
eral Government has not been destroyed,
the powers of the State legislatures have
not been disturbed, and the power of
Congress has not been greatly developed;
but there is more justice in the land and
there is a better understanding in re-
gard to the fundamentals of ocur consti-
tutional system. Every time the Federal
Government has stepped forward with
some great act which has made the con-
tinucus development of our country pos-
sible, we have been met with the same
sort of argument. Lincoln thought that
if we could fight to save the Union surely
we could spend a little money to build
a railway in order to keep the country
knit together. Some contended that was
unconstitutional. Consider the road
program; think of the argument back in
Jackson’s time, think of the argument in
Wilsen’s time, that such a program was
unconstitutional and that the States
would be destroyed if the Federal Gov-
ernment stepped in and built a road in a
State without the State’s consent. Of
course, it got the State's consent.
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What would have become of our auto-
mobile industry, indeed, would we have
had any automobile industry, if it had
not been for the statesmanship of those
men who resolved an impossible situa-
tion? Some States could not build roads.
How, in the wide world, could the State
of Nevada, with its meager population
and wealth, build a road connecting Cali-
fornia and Utah, for example, without
some kind of Federal assistance? Who
would use the road that went across
Nevada—would it be merely the people
of Nevada? No. Roads are built for
all the people.

Mr. President, the American Union
cannot be destroyed by uniting the
people. That is physically impossible.

I stand for these two proposals ad-
vanced by the Finance Committee be-
cause they are a step forward in the
taxing process.

We were told by President Buchanan
that the Federal Government could not
help the States in their educational pro-
grams, and he vetoed the Federal land-
grant act; but a greater statesman took
the place of President Buchanan and
signed the measure which brought into
existence the Federal land-grant colleges.

Was the Union destroyed because some
new States and new Territories were
allowed to educate their people on the
same basis with the richer communities?
What would our Government have been,
what would have become of this Federal
organization which, it is said, is now
going to be destroyed again bhecause the
Congress of the United States suggests
that John Doe, who owns a city bond,
shall pay an income tax on the interest
he derives from the bond, just as he
pays an income tax upon the dividend
of some corporation situated in the same
city which issues the bond?

How is the Federal system to be de-
stroyed in that way? What is our Fed-
eral system? Is it a loosely knit organi-
zation made up of 48 separate Stales
like 48 blocks which can be picked up
and divided and thrown around? That
is not a reasonable conception of the
Federal Government.

I think no man understands better
than I do the contribution to the science
of government and the art of politics
made by the master minds who framed
our Federal system, and the great theory
there should be one government dealing
with those affairs which were common to
all the people, and a separate govern-
ment dealing with those affairs which
were common to just a few people. That
is the essence of the Federal system. One
division as dependent upon the other.

When the fourteenth amendment to
the Constitution of the United States was
written, what a wonderful epoch was
begun by bringing into existence a defini-
tion of American citizenship. The four-
teenth amendment is generally looked
upon as an amendment which gave us a
false doctrine in regard to persons, but
it is an amendment which makes it pos-
sible ultimately for the poorer persons in
the poorer and the wesker States who
are underprivileged hecause of the places
where they live, to share as American
citizens should share rights and privi-
leges equally because of their citizenship.
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Prohably the definition of citizenship
was quite accidental, because those who
wrote the amendment were thinking of
other things; but it is the most states-
manlike, most forward looking notion, so
far as the science of government is con-
cerned, that can be found in any of the
constitutional schemes of the world, be-
cause it gives us a key to something which
Webster thought could not be done and
which Calhoun thought could not be
done. Both those men in this very body
debated with the same logic. That sov-
ereignty is indivisible, and that it must
be one, and therefore must be in the na-
tional government, was contended by
Webster. That sovereignty is indivisible,
and must be one, therefore must be in the
States, was contended by Calhoun. We
know both statements to be fallacious.
1t is possible fo divide sovereigniy on a
cooperative basis, and the fourteenth
amendment says that “All persons
born or naturalized in the United States,
and subject to the jurisdiction thereof,
are citizzns of the United States and”"—
and here duality comes into our scheme—
“and of the State wherein they reside.”

Mr, President, we have now, through
these great mediums set up by the Ameri-
can Government, a key to governmental
organization as large as we want to make
it without in any sense destroying the
individual or without in any sense de-
stroying the community. That is the
genesis of the American Constitution,
and that is what has come as a result of
growth in the American Constitution.
That is what is in the American Consti-
tution, because the fathers in writing
the Constitution established, as Marshall
proclaimed, a document which was to
last through the ages, not to last so iron-
bound that it would destroy itseif, not
even to grow under the idea which be-
came dominant after we got away from
Newton’s balance theory and accepted as
our great fundamental Darwin’s theory
of growth. We want to go even further
than that, and we can go even further
than that, because in the philosophy of
citizenship enunciated by the fourteenth
amendment we have a new idea about
politics and a new ideal of government,
government which can expand itself and
take care of any evolution which may
come,

. Mr. LANGER. Mr. President, will the
Senator yield?

Mr. THOMAS of Utah. I am glad to
yield.
Mr. LANGER. I noted the distin-

guished Senator just mentioned politics.
Yesterday the statement was made on
the floor of the Senate that both the
Democratic Party and the Republican
Party in 1940 had planks in their plat-
forms declaring in favor of taxing the
income from State and municipal bonds.
I therefore secured copies of the plat-
forms, and have before me both the Re-
publican and the Democratic platforms.
After reading the plank in the Demo-
cratic platform I do not see how any
Democratic Senator can help voting
against the Burton amendment. This is
the plank:

To encourzge investment in productive
enterprise, the tax-exempt privileges of fu-
ture Federal, State, and local bonds should be
removed.
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I read it again:

To encourage investment In productive
enterprise, the tax-exempt privileges of fu-
ture Federal, State, and local bonds should
be removed.

The distinguished Senator from Ver-
mont [Mr. AusTIiN] said this morning
that pecple had not voted on this ques-
tion. Mind you, the Republican Party
did not have any plank like this at all.
They had no plank dealing with the sub-
ject. But the people of the United
States—and I, myself, heard it mentioned
from the platforms during the cam-
paign—depended upon this plank, and
thought that at last the income from
the $18,000,000,000 of bonds was going to
be taxed. Yet, with amazement, I lis-
tened yesterday, as I have this morning,
to Democratic Senators arguing against
taxing such income, when, as a matter
of fact, they were elected upon this very
plank.

In my judgment, if the Senator will
give me one more minute, it is exactly on
a parallel with what happened here some
months ago, when Wendell Willkie was
before the Commitiee on Foreign Rzla-
tions and was interrcgated, as all will
remember, by the distinguished Senator
from Missouri [Mr, Crarx], and was
asked about the various speeches he had
made. It will be remembered that he
said, “It was just campaign oratory.”

Mr. BALL. Mr. President, will the
Senator from Utah yield?

Mr, THOMAS of Utah. I yield.

Mr. BALL, I have heard the state-
ment just made by the Senator from
North Dakota repeated so many times
that I am tired of hearing it. I was
in the committee hearing when Mr. Will-
kie was guestioned, and what the Sena-
:or has repeated is not a correct quota-

ion.

Mr. LANGER., I will say to the dis-
tinguished Senator from Minnesota that
before I rose on the flcor today I con-
sulted the distinguished Senator from
Missouri [Mr. Crarx], who, I am soIry
to note, is not present. I particularly
inquired of him as to exactly what had
been said, and he replied that Mr. Will-
kie not only said, in response to his in-
terrogation, what I have quoted, but that
when fhe Senator from North Dakota
[Mr. NYE] repeated the question, Mr.
Willkie made the same statement. I was
not a member of the commitiee, but my
information on the subject was received
from the Senator from Missouri [Mr.
Crark] only a few moments ago.

Mr. President, it does not make any
difference to me. I am neither a Repub-
lican nor a Democrat. However, I am
interested in the amendment under con-
sideration. The Republican Party of
North Dakota had in its State platform
almost identically the same language
that is in the Democratic national plat-
form, and I, for one, believe in living up
to the platforms we run on. I believe the
people have a right to depend on the
platforms which the varicus political
parties adopt, and, so far as I am con-
cerned, I intend to carry out the pledge
I made to my people and vote against the
amendment. ‘

Mr, BURTON. Mr. President, will the

Senator from Utah yield?
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Mr. THOMAS of Utah. I yield.

Mr. BURTON. 1 should like to com-
ment briefly upon the statement which
has just been made by the Senator from
North Dakota in connection with what -
he read from the Democratic platform.
I assume he will not regard me as being
bound by that platform.

Mr. LANGER. Istated that it was not
in the Republican platform. I undar-
stand the Senator from Ohio is a Re-
publican,

Mr. BURTON. That is correct. In
interpreting the Democratic platform, I
believe that the members of the Demo-
cratic Party intend to abide by the Con-
stitution of the United States, and, there- *
fore, even though they may have placed
that plank in their platform, not fully
appreciating at the time its effect upon
lccal governments, I think it may be
properly assumed that they expect
to proceed in a constitutional manner,
and, under the decisions of the Supreme
Court, the amendment presented by the
committee is unconstitutional. If they
wished to proceed in the manner indi-
cated in their platform, then they would
proceed by way of proposing a constitu-
tional amendment.

Mr, LANGER. I agree to that. They
can do it either way. If they adopt the
amendment here and the Supreme Court
holds it to be unconstitutional, then cer-
tainiy they would go ahead and submit a
constitutional amendment.

Mr. BROWN. Mr. President, will the
Senator yield?

Mr., THOMAS of Utah. I yield.

Mr. BROWN. I call attention to the
fact that, as I stated yesterday, although
I did not have the exact language at
hand, the Republican program commit-
tee, headed by the late Dr. Glenn Frank,
in its report to the Republican National
Convention used the following language;

We favor elimination of all tax exemptions

of future issues of Federal, State, and mu-~
nicipal securities.

Mr. BURTON. Mr. President, will the
Senator yield?

Mr. THOMAS of Utah. I yield.

Mr, BURTON. The report to which
the Senator from Michigan referred was
a report of a committee to the conven-
tion. The convention did not adopt that
report on that point, but even that com-
mittee, I think, in its report, advocated
only procedure by a constitutional
amendment. The committee, of which
the Senator from Michigan was chair-
man, which made an investigation some
time ago of this matter, reported to the
Senate a measure providing for taxation
of S:tate tax-exempt securities, I believe
the Senator said, by a vote of 4 to 2, but
when the measure came before the Sen-
ate, the Senate itself voted against such
taxation by a vote of 44 to 30.

Mr. THOMAS of Utah, Mr. President,
I am glad the Senator from Ohio brought
up the constitutional question, not be-
cause I propose to answer it, but because
I desire to tell of an incident. I think
the Senator will grant that if we are
acting unconstitutionally today, we prob-
ably acted unconstitutionally when we
did away with other exemptions, actions
which have been sustained by the courts

»
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by reversals or at least by an evolution
of the Court's idea of the Federal system.

In 1937 I had a discussion with the
chairman of the Senate Judiciary Com-
mittee. He had introduced an amend-
ment to the Constitution providing for
cvercoming the various exemptions in re-
gard to bonds. I took the stand that a
constitutional amendment was not nec-
essary. I do not believe that a constitu-
tional amendment is ever necessary to
overcome a decision of the Supreme
Court. Since its creation the Supreme
Court has heard and considered only
real causes.

Through its whole history it has re-
fused to go into the field of advisory
opinion. Every decision handed down
by the Supreme Court is a decision deal-
ing with a particular case. If is true
that the dicta and the words of the
judges in arguing the decisions have be-
come the dominating thought, but those
dicta have not become the dominating
law of our land. If they had we would
have had confusion worse confounded,
and it would be impossible for any court
to overcome a previous decision, because
it would find itself engaged in such con-
flict of logic that it would forget the
cause before it.

Mr. President, we all revere Justice
Marshall, who wrote the opinion in the
MeccCulloch versus Maryland case, but in
that case he happened to make a state-
ment which has been made the founda-
tion for more false argument than prob-
ably anything else that Marshall ever
said. He handed down a truism, a tru-
ism soon misquoted, a truism which is
valid only to a certain extent, a truism
which is utterly invalid in the experience
of the United States.

The power o tax—
He said—
involves the power to destroy.

Soon politicians and judges were quot-
ing Marshall's words as—

The power to tax is the power to destroy.

We know that taxation has been used
in our own Government to destroy. But
if, as argued, American liberty and the
American federal system, the sovereignty
of the free States, had depended upon a
truism which is valid only to a certain
extent, our Government would have hung
by a thread so thin and so narrow that
it would have disintegrated long ago.
If the power to tax is the power to de-
stroy, the States would have been de-
stroyed time and time again.

Back in the last war I happened to be
on a State pay roll. I would buy a rail-
road ticket and would not have tc pay a
tax. I would buy gasoline for a State car
and did not have to pay the gasoline tax.
I would buy tires for the State car and
did not have to pay a tax on the tires.
There were exemptions, exemptions, ex-
emptions, simply because someone—not
a court—but someone made a ruling that
we dare not get into that field—we dare
not—hecause Marshall away back in the
McCulloch case said:

The power to tax is the power to destroy.
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No, Mr. President, he did not say that.
He said:

The power to tax involves the power to
destroy.

Now we have changed all those things
without destroying the sovereignty of the
States. We have provided for the taxa-
tion of State salaries without destroying
the power of the States. The only thing
left is the taxing of the income on tax-
exempt bonds.

Mr. President, what municipality in
the United States is going to be destroyed
if we start taxing John Doe because he
receives some money from a municipal
bond? Name the town, name the city,
name the State. By a stretch of the
imagination one can assume, I suppose,
that all States and all cities are operated
entirely on borrowed money; but they
are not. Taxation of such income does
not interfere with the taxing power of
the local taxing units. It does not inter-
fere with the taxing power of the cities.
The argument is fallacious, just as falia-
cious as it has always been, when it has
been put forth to stop some kind of im-
provement on the score that the power
of the States would be destroyed.

Mr, President, in the past 4 or 5 years
we have gone forward with a type of co-
operation between the States and the
Federal Government which may be
spoken of as a system of borrowing money
from the Federal Government instead of
from private concerns. At any rate,
most of the public-works program of the
last several years has been built upon a
cooperative system. There is no doubt
that that system will be continued, first,
because it represents an evolutionary
notion.

Mr. BAILEY. Mr. President, will the
Senator yield?

Mr. THOMAS of Utah. I yield.

Mr. BAILEY. I should like the Sen-
ator to discuss the proposition that tax-
ation of income derived from State or
municipal securities is taxation of the
State or the municipality. I waive the
question of the power to tax being the
power to destroy. Is not the taxation
of such income taxation of the city? I
will give the Senator an illustration. A
city issues its bonds, which are nontax-
able, and sells them at a premium or at
a very low rate of interest. But let us
say the city issues its bonds and that
the income from them is taxable. The
purchaser will not pay the premium, or
else the interest rate is increased. In
either event the people of the city or the
people of the State issuing the securities
are required to pay higher taxes in order
to pay the increased interest on the bonds
or the difference on the principal if the
bond is sold below par. What strikes me
is that we are dealing here with an in-
direct tax on the cities, the counties, and
the States of this country. That is not
the power to destroy, but where is it in
accord with our system of dual govern-
ment, if we do have a dual government?
There are some vestiges of it left. How
do we reconcile that policy with our sys-
Eem of government? That is my ques-

ion.,

OCTOBER 8

Mr. THOMAS of Utah. Mr. President,
all I have said up to the present time
has been an argument which could be
used in answering the Senator from
Northr Carclina. I will not repeat what
I have heretofore said. I am glad the
Senator calls it simply an indirect tax
instead of a direct tax.

Mr. BAILEY. Ishould like to make the
record straight on that point. All Fed-
eral taxes are indirect. We will make no
progress by making a distinetion. If we
levied a direct tax it would have to be
apportioned among the States under the
Constitution. For that reason there are
no direct taxes levied by the Federal Gov-
ernment.

Mr. THOMAS of Utah. Mr. President,

“if I had a share of bank stock which paid

me a dividend, and my State tock some
of the dividend money in taxation, that
would not be a tax upon the bank.

Mr. BAILEY. Does the Senator dis-
pute the fact that a tax upon the income
of a city security or a State security is a
tax which is a taking by a Federal act
from the city or the State, as the case
may be?

Mr. THOMAS of Utah. It is taking
State money, I grant, but we tax salaries
of State officials, and that money comes
out of taxes imposed by the State.

Mr. BAILEY. But the State is not
under necessity in that case. It does not
have to raise the salaries. That is a
matter of discretion with the State. The
State issues bonds of necessity, They are
issued for necessary purposes. The city
issues bonds of necessity. It does not do
so by choice; it is because of necessity, by
reason of the growth of the city, for the
construction of water works, and so on,

Mr, THOMAS of Utah. I cannot un-
derstand the logic of the Senator. Surely
it is just as necessary to pay the salary
of the governor of the State. His salary
may be paid with money raised from the
sale of bonds, but I hope no State does so.

Mr. BAILEY. Iknow that the Senator
is a very able scholar and a thoroughly
reasonakle man. He draws a distinction
between taxing the income from a bond
issued by a State and taxing the salary
of the Governor of a State. We take
nothing from the State when we levy a
tax on the salary of thc Governor. If
the salary is $10,000 and we take $4,000,
the State continues to pay $10,000 for
the services of the Governor. But when
the State issues a bond, if the bond is
subject to taxation, every purchaser
knows it. The State must then sell the
bond for less or pay a greater rate of
interest. It is a case of necessity.

Mr. THOMAS of Utah. Granted: but
I have scld bonds, and I have carried in
the same portfolio bonds of this district
and bonds of that city. I was not able
to sell them on an equality. Let us take
the State of Utah and compare it with
the great State of Virginia, for example.
Under the Senator’s theory, in Utah we
must pay more for money raised from
the sale of bonds because, in theory, the
man to whom the bonds are sold——

Mr. BAILEY, My very able friend sees
the difference, without reflecting on a
State, between a man with good security
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and a man with none. I do not think
the Senator's analogy will go very far.

Mr, THOMAS of Utah. But it holds in
practice. Whenever a Senator says that
when a State sells its bonds at a lower
price than the price at which some other
State sells bonds, that is a tax upon the
people of that community, then I think
my logic is just as valid as his. It is not
a tax, It is because the bond is not
worth as much.

Mr, BAILEY. I will not detain the
Senator longer in his argument; but I
should like to say that it dees not appeal
to me as being valid. Take the case of
a man who has very little credit. Even
in the District of Columbia, under the
operations of a system devised by what
we call the Sage Foundation, men pay

as much as 32 percent for money. That

is perfectly oppressive, hopeless, and out-
rageous. I do not approve it. Another
man, a very able man, whose credit is
good with everybody, obtains money at
1 or 2 percent. There is a difference
in condition, There is no element of
taxation. There is no element of com-
pulsion. That is one of the unfortunate
things due to differences in the condi-
tions of men.

Consider the whole body of State, mu-
nicipal, and county securities. There are
others to come. There are schools to be
built—and we have not gone as far in
that direction as we must go—water lines
to be laid, sewers to be built, and sanitary
facilities to be established. They are
comprised in the whole sccial fabric of
municipal and State government. Ihave
always thought that the States have a
far greater social function than has the
Federal Government. That is my doc-
trine; and that was the doctrine of this
country until Mellon against Massachu-
setts, in 1922,

Suppose we should authorize the levy-
ing of the proposed tax. Immediately
every State and every city would increase
its interest rate, or reduce the premium.
In any event, the effect would be a tax
upon the State or the city. What is pro-
posed by the bill is a taking by act of
Congress. That troubles me very greatly.
I do not like to see people escape taxa-
tion. The wealthy man who buys the
bond of my city of Raleigh does not there-
by escape Federal taxation. The city of
Raleigh gets the benefit of it, and the
people of the city of Raleigh are the
people of the U. 8. to that extent.

The argument about favoring the rich
will not hold water. All we do is to per-
mit the States, cities, and counties of
the country to finance themselves; and
the people of those States, cities, and
counties get the benefit of it. It is uni-
versal in its application,

That, to my mind, is the nub of the
trouble. If the Senator can clear it up,
I shall not contend with him beyond the
point where he convinces me.

Mr, THOMAS of Utah. Mr. President,
I cannot be clear as to what is in any
man’s mind, especially after listening to
the arguments of the Senator from North
Carolina. However, other factors enter
into the prices of bonds, and into the
interest rates.
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Mr. BAILEY. Of course, there are
other things; but once we enact the
proposed legislation, this factor will be
constant,

Mr. THOMAS of Utah. Mr. President,
without wishing to prolong the argu-
ment, let me say that if this year I buy a
$100 bond which pays 5 percent, and
next year buy one which pays only 3 per-
cent, I realize that there is a difference.
We are talking about different things.
Incidentally, I did not say a word about
taxing the .rich, and I never do so, be-
cause my theory of the income tax is
that it ought to be universal. That is
one of the arguments which I put for-
ward. That is why I favor the gross in-
come tax. Itis fair. I think of the per-
son who is taxed. All the logic in the
world cannot remove the fact that the
income tax is on the person who receives
the income, and not upon the bond, re-
gardless of the consequences upon the
bond.

Let us suppose that L own a $100 mu-
nicipal bond, and a $100 bond of a cor-
poration within that municipality, each

-of them paying me 5 percent interest.

On the one I pay a Federal tax, and on
the other I pay no Federal tax. If we
change the illustration and consider two
persons, one of whom owns the munici-
pal bond, and the other the bond of the
corporation, we have one person who is
exempt from taxation. Each receives
exactly the same amcunt.

As I understand the sixteenth amend-
ment—not as a great jurist would see it,
probably, and not as a judge would see
it in handing down a particular opin-
ion—the theory was to permit the Fed-
eral Government to tax the income of
persons everywhere, from whatever
source derived. That is the way I read
the sixteenth amendment.

Mr, BAILEY. That may be the cur-
rent view, but it is not the view to which
we have all been accustomed. The six-
teenth amendment says that the Con-
gress shall have the power to tax in-
comes from whatever source derived; but
I have previously contended—and the
contention is satisfactory to me—that
that amendment must be read in con-
nection with the whole Constitution. I
think it can be contended with reason
and force that it was never intended that
we should .tax the securities of cities,
counties, or States as though they were
corporations. I think the Senator is un-
fortunate in undertaking to put them in
the same category. The United States
Steel Corporation is a corporation en-
gaged in an industry. However, a State
is a body corporate engaged in govern-
ment. That is the great difference. I
have heard many a man say that a city
should be conducted like a corporation;
that a city is a corporation, and all the
citizens are stockholders. That is a very
superficial view. It may make an illus-
trative appeal to an audience; but a cor-
poration is one thing and a government
is another.

I do not believe the Senator is safe
in undertaking to proceed on the idea
that there is an analogy in the matter
of taxation, at any rate,-between tax-
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ing income from the securities of a cor-
poration and taxing the securities of a
city, which is in corporate form, but
which is infinitely more than a corpora-
tion. The Senator will agree with me
that there is involved in a city all that is
involved in the concept of government;
but in a corporation there is involved
merely the concept of managing a spe-
cial interest.

Mr. THOMAS of Utah. However,
through legal definition most cities are
corporations. ;

Mr. BAILEY. Cities are incorporated,
but that does not make them corpora-
tions. :

Mr. THOMAS of Utah. I agree with
the Senator. I should go very much
further and say that no two city corpo-
rations are organized exactly alike. They
are complex corporations; and therefore
a rule about taxation may work in one
community and may not work in ancther,
because of the very complexity of the
make-up. In one city there may bz a
city waterworks, a city streetcar system,

.and various other facilities owned by the

city, which mekes all the difference in
the world.

Mr, BAILEY. There isa difference be-
tween imposing a burden on a corpora-
tion or business and imposing a burden
upon a unit of government. We are deal-
ing with a proposed action which is
tantamount to a tax on another unit of
government. It strikes me that that is
the hurdle which we must all get over.

Mr. THOMAS of Utah. I will help the
Senator over it by asking a question. Of
course, I know that the Senator from
North Carolina does not want to be con-
vinced.

Mr, BAILEY. Let me say that I want
to be convinced. I voted for the section.
I have had a great deal of trouble in my
mind about it. I have run into this very
obstacle.

So I say to the Senator that he mis-
understands me. I should like to be con-
vineed. I should like to walk out of this
chamber with a clear mind that I have
done right. So if the Senator will con-
vince me, I should like to have him do =o.

Mr. THOMAS of Utah. Mr. President,
I realize that I cannot convince the Sen-
ator. I realize, from the laughter all
around me by my associates in the Senate
that I have been put in a box, and that
I cannot move out of it.

I believe that if the Senator from
North Carolina thinks about the matter
he will realize that by agreeing to the
committee amendment the Congress of
the United Statzs would not be the im-
poser of a direct burden upon the munici-
palities. Any man who handles munici-
pal bonds and who goes from bank to
bank trying to find the high bidder, and
who finally gets a bid that is 2 percent
less, realizes that he does not get the
bid which is 2 percent less as a result of
any act of the Congress of the United
States or of the Government of the
United States. The burden which is im-
posed upon the taxpayer who buys the
bonds is imposed by the banker or by
the buyer of the bonds himself, and not
by any act of the Gevernment.
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If, for instance, we assume that we
shall be able to sell the bonds at a some-
what lower price, as we do, because the
Federal Government says that the in-
come from the bond issued by the instru-
mentality will not be taxed, of course
that is valid. The purchaser pays more
money for the bond because he can sell
it for more money, and so on, and so
forth. However, the Federal Govern-
ment is not in the least responsible for
that situation, and historically it is not
legally responsible. It would be respon-
sible for abolishing that advantage, and
it is its abolition which I think is just.

Mr. BAILEY. Mr. President, let us
consider a bond which yields 24 per-
cent net. Let us say it is a city bond.
If we were to impose a tax upon it, so
that it would yield 2% percent or 2 per-
cent or 134 percenf, according to the
income of the purchaser, because we
have graduated rates, immediately the
purchaser would bid less for the bond
unless the city raised the rate. There
is the aet of imposition. The starting
point there is what the Federal Govern-
ment did. The Senator will agree with
me that the bond might sell at 216 per-
cent; the rate of return might vary with
the war news.

However, here is the constant factor:
If, as soon as the proposed tax is im-
posed upon the income from it, it sells
at 215 percent, at once the number of
buyers in the market is reduced. At
once we reduce the number of such
buyers, and at once we reduce the par
value, That is reflected either in sell-
ing at a premium or in selling below

r,

I think that situation is what actu-
ated the committee in heretofore ex-
empting the income from bonds pre-
viously issued. The banks and insurance
companies are filled with them. They
have been the great purchasers of such
bonds. If we take the income from past
issues of bonds, we imperil the capital of
thousands of banks and we injure a great
many insurance companies. How=aver,
that is behind us.

Now we go forward and run directly in-
to the proposition that any tax which
may be levied under the suthority of the
bill which is before us will be reflected in
an increased burden upon the city, the
county, or the State, and that will be a
burden upon the people of the city, the
county, or the State, and by no means
a burden upon any wealthy man who buys
the bond.

Mr. THOMAS of Utah. I am sorry
that the Serator used that last sen-
tence if he was answering me, because I
made no argument about what the
wealthy man would make,

Mr, BATLEY. I was responding to the
general argument; I did not hear the
Senator from Utah say anything about
it. That is the general argument.

I shall not interrupt the Senator an-
other time; but now I should like to say
that I think it was the Secretary of the
Treesury, Mr. Andrew Mellon, who first
recommended such a tax. I have not
seen the report, but it was before the
committee. He made a report, as alleged,
that it would be unfortunate for the
Federal Government to stand by and to
permit a great body of tax-free securities
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to be outstanding for people to buy and
thereby escape taxes. Mr. Mellon was
an able financier. I understand that he
made $100,000,000 or $200,000,000. Of
course, I do not profess to be in any such
class.

However, I think he was mistaken. I
do not think we are proposing to take
money from wealthy men by way of tax-
ation. I do think that we are proposing
to necessitate additional burdens of tax-
ation upon the people who would have
to bear them—the people of the cities,
the counties, and the States.

That is the point which struck me; but
I assure the Senator that if he can con-
vince me, I hope he willdo so. Iam open
to conviction. I should dislike to think
that my mind was closed.

Mr. THOMAS of Utah. No one can
convince the Senator if he accepts his
logic in regard to the imposition of a
burden; but I do not accept the logic
in regard to the imposition of a bur-
den so far as one being imposed by the
Congress of the United States is con-
cerned.

Mr. BAILEY. I beg the Senator’s par-
don. If I lay a tax on United Statles
Steel it can pass on the burden to the
purchasers of steel. If I lay a tax on
a city bond the city must pass on the
burden to the people of the city. I
think it is the imposition of a burden.

1 assure the Senator that I shall not
further interrupt him.

Mr. THOMAS of Utah. I thank the
Senator most heartily.

Mr. President, I have somewhat lost
the trend of my thought, because I was
referring to only two points, and I had no
idea that I should speak at such length.

I have commended the Senate Finance
Committee for reporting the two propo-
sitions; I have done so on the simple
basis that the trend of the taxing habits
of the United States in regard to in-
come taxes has been to narrow the exemp-
tions. I continue that line of discus-
sion on the theory that the more uni-
versal the tax the better the tax from
a democratic standpoint; the fewer the
exemplions the better the tax from a
democratic standpoint; the fewer the
exemptions the less opportunity for spe-
cial privilege, special consideration, and
special write-offs.

The problem about which the Senator
from North Carolina has been falking is
a problem, not in law, but in simple
government. It is a governmental proc-
ess: Shall we maintain a taxing system
which in theory is supposed to be equal
and universal—with a graduated scale,
of course—but which in fact is not?
That is the question. The tax is imposed
upon the individual, the receiver of the
income. I still stand by the theory of
the amendment “from whatever source
derived.” I think it is valid; I think it
is proper.

It is because of the exemptions which
have been made, it is because of the
write-offs, it is because of the various
emounts which can be subtracted from
this man’s income but which cannot be
subtracted from that man’s income, that
I have always maintained that a fair,
sguare, and just income tax is one levied
upon gross income. Therefore, I repeat
what I said in the beginning, that, from
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the standpoint of the growth and de-
velopment of the taxing process, the Fi-
nance Committee has done a remarkable
thing by recommending a gross income
tax.

I started to tell of an incident of which
I was reminded by the Senator from Ohio
when he asked whether the Congress
should proceed constitutionally or not.
Of course, the Congress should proceed
constitutionally; that is the only way in
which it can proceed; but Congress does
things in a different way today than they
were done before, and the Supreme Court
has changed its view as to the constitu-
tionality of questions time and time
again. I have never held that it took a
constitutional amendment to overcome a
decision of the Supreme Court.

We have adopted constitutional
amendments to overcome such decisions,
and the Sixteenth Amendment is one of
them, but I believe that, as a theory of
government, as a theory of logic, such a
procedure is sometimes unnecessary.
Therefore, in 1937, after the argument of
the chairman of the Judiciary Commit-
tee, who said that the only way we could
overcome various exemptions would be by
constitutional amendment, I said if we
could get another review of the question
by the court we could overcome the ex-
emptions by decision, because the court
as then constituted would not stand by
the Evans case and some of the other
cases. I, therefore, submitted an amend-
ment to the tax act of 1937, providing for
a tax on gross incomes. I jokingly told
the Members of the Senate who were
members of the Judiciary Committee that
I was going to write into the law the
Constitution of the United States, and
I quoted in my amendment the provision
that there should be levied upon all in-
comes, from whatever source derived,
and before any deductions were made
one-half of one percent.

Of course, no one supported the
amendment. To me it sounded like a
simple amendment, Mr. President, but
after the amendment was offered and
was sent to the legislative counsel, when
it came back it covered 29 full printed
pages. That is how complex our taxing
system has become; that is how disin-
tegration has been setting in, and that
is, in a little way, what is actually hap-
pening.

Since the adoption of the sixteenth
amendment we have undertaken to tax
income from whatever source derived,
except in the case of fhe salaries of
judges, and of State employees, and
except in the case of bonds of certain
kinds, The tendency of those exemp-
tions was to narrow the taxing field.
The first requirement of any govern-
ment, if it is to grow and to build itself
up, is to widen the taxing field constantly
and everlastingly. It is an old truism
that government must not tax that which
produces but that which is preduced,
because when the capital structure is
taxed ultimately the ability to pay taxes
is destroyed.

Mr. BONE. Mr. President——

The PRESIDING OFFICER (Mr.
SpENCER in the chair). Does the Sznator
from Utlah yield to the Scnator fromy
Washington?
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Mr. THOMAS of Utah. I am glad to
yield.

Mr., BONE. Since we adopted the
income-tax amendment to the Constitu-
tion—the sixteenth amendment—has the
Supreme Court of the United States at-
tempted to interpret the words “Irom
whatever source derived” to afford a basis
for the argument that the Federal Gov-
ernment cannot tax, for example, income
from certain securities, or was that dsci-
sion prior to the enactment of the pres-
ent income fax law? I do not recall at
the moment.

Mr. THOMAS of Utah. I cannot an-
swer that question beacause I am not
familiar with the decisions, but in decid-
ing the Evans case I am sure that the
Court brought in other parts of the Con-
stitution instead of the sixteenth amend-
ment, and I am sure that the practice
which grew up after the last war, when
the income tax became important, was
developed entirely upon the fallacious in-
terpretation of the decision in the Pollock
case.

Mr. BONE. I never could follow the
reasoning of the Court. It seems to have
prcceeded on some theory of contract,
because the constitutional provision was
too plain for words, that income, from
whatever source derived, might be taxed.
That deces not require any interpretation,
it seems to me. The people adopted that
constitutional provision. So I have never
been able to see the weight of the argu-
ment which has been advanced, that we
have no inherent power to tax income.
I think it is a matter of policy rather
than of power.

I have not heard all the Senator’s ar-
gument, butf I assume it to be that Con-
gress has the power by legislation to tax
income from whatever source derived.
It seems to me there can be no question
abeut that, and I should like to see that
particular principle of law laid at rest
for once and for all, for I think that the
theory which has been advanced that
under the sixteenth amendment we can-
not tax incocme from any source is fal-
lacious.

Mr. THOMAS of Utah. I think the
Senator from Michigan has a better an-
swer to the Senator's question than I
have, and I will ask him to reply to the
Senator.

Mr. BROWN. The case of Evans v.
Gore (253 U, S. 245, 1920) was a case in-
volving the salary of a Federal judge. In
that case the sixteenth amendment was
referred to incidentally, but the basis of
the decision in the Gaore case was that
the salary of a judge, under the consti-
tutional provision, may not be dimin-
ished during the term for which he was
appointed, The court held—I think er-
roneously—that the taxing of the salary
of the judge was a diminishment.

Mr. BONE. That was a refinement of
reasoning. It did not lower his salary;
it merely taxed it after it came into his
possession.

Mr. BROWN. It taxed it just as the
salaries of all other citizens are taxed.

Mr. THOMAS of Utah. As a result of
the decision, the average man on the
street said that the judges were faking
care of themselves.
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Mr, BROWN. Very recently the case
of Evans against Gore was overruled in
O’Malley v. Woodrough (307 U. 8. 272;
1939) —directly overruled and stated by
the court to be overruled.

Mr. BONE. It seems to me, in the
light of the clearly demonstrated view-
point of the Supreme Court as presently
constituted, that the court would never
hold that we could not tax the salary of
anyone. We are not certainly diminish-
ing any man’'s salary by taxing it after it
comes into his possession; we have not
lowered lis salary, but merely made him
contribute the expense of running the
Government and conducting the war.
As to the principle of taxing income from
municipal securities, I know a great many
very persuasive argumenis may be made
on both sides of the question, and I
listened with a great deal of interest to
the argument of our friend the Senator
from Vermont [Mr, AustiN], who prob-
ably presented as forcefully as anyone
could the viewpoint that has been ex-
pressed many times by attorneys for
municipal corporations, who have
doubted the wisdom of such a tax for
reasons apparent to every lawyer, but I
think it is time to lay at rest the question
of whether or not we can tax income from
any source derived which is now exempt
under the law.

Mr. THOMAS of Utah. I should like
to see it laid at rest, because I know
what was in the minds of the American
people when they adopted the
amendment.

Mr. BONE. That is correct.

Mr. THOMAS of Utah. Debating soci-
eties have talked about the income tax
and discussed the great injustice which
had been done to our Government be-
cause of the Supreme Court decision.
We know the various theories in regard
to the income tax which were brought
into the argument in that case. It was
stated that the tax would destroy our
Government, destroy the Federal system,
destroy everything that was good. We
know of the argument made before the
Supreme Court of the United States by
a great jurist wherein he used words
which shook the Nation, that the income
tax was a communistic device and would
bring about a change in the American
standard of living for which the people
would not stand. Such arguments make
one laugh today, and yet the same argu-
ment is being advanced against the last
step in the effort to overcome the ex-
tremely great injustice in regard to the
spread of taxation.

Mr. BONE. Mr. President, will the
Senator yield further?

Mr. THOMAS of Utah. I am glad to
yield.

Mr. BONE. I do not believe that I
am overstating the attitude of mind of
the average man, but from my recollec-
tion of the argument advanced at the
time the legislatures of the various States
of the Union voted on the income-tax
amendment which was proposed to them,
I think I am only stating the truth, when
I say that 999 out of every 1,000 human
beings who read about it and talked
about it believed sincerely that when
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their State approved the amendment it
gave the Congress the right to tax in-
comes in this country from whatever
source derived.

That was the overwhelming view, that
was the belief people honestly cherished
about it, and it came with a great shock
to find that some incomes were not to
be taxed.

Mr. THOMAS of Utah. If the Sena-
tor will read the statement of the Gov-
ernor of my State to the legislature in
recommending that the amendment be
not ratified, he will find that he argued
in just the way the Senator has argued,
that the levying of an income tax should
be reserved as a system of taxation by the
States; that the ratification of the
amendment would take away certain
powers from the States which they then
had; and that if income from whatever
source derived were taxed by the Fed-
eral Government, the States would never
be able to impose a State income tax.

Mr. BONE. That argument is ad-
vanced now,

Mr. THOMAS of Utah, It did not de-
stroy the Union—although Utah voted
against the amendment, I am sorry to
say.

Mr. NORRIS. Mr, President——

The PRESIDING OFFICER. Doesthe
Senator from Utah yield to the Senator
from Nebraska?

Mr. THOMAS of Utah.
yield,

Mr. NORRIS. Suppose one were go-
ing to write an amendment which would
give the authority to tax as is proposed
in the committee amendment, I wish the
Senator would tell the Senate what lan-
guage he could use which would be
plainer, in the effort to bring about that
result, than the language of the sixteenth
amendment itself, “from whatever source
derived.” Could the Senator think of
anything that would be more compre-
hensive? Is there a possibility of any
man framing words in the English lan-
guage so as better to express the idea
that power was given to tax all instru-
mentalities, than by the language of the
sixteenth amendment itself?

Mr. THOMAS of Utah. The implica-
tion in the question of the Senator from
Nebraska cannot be answered. There is
no way of describing any source in lan-
guage broader than “whatever source.”

Mr. NORRIS. Then it follows that it
cannot be done, and if the Senators who
say we have no right to impose that kind
of a tax are correct, it is impossible to
frame an amendment which would give
us that right.

Mr. THOMAS of Utah. It would mean
it would he useless to reduce laws to
writing., .

Mr. NORRIS. Certainly.

Mr. THOMAS of Utah. It would
mean, further, that if we interpreted it
loosely, even as it has been interpreted
by the courts, the Constitution would
become meaningless.

Mr. NORRIS. Absolutely.

Mr. THOMAS of Utah. And the Con-
stitution becomes purposeless if, for ex-
ample, we decided every constitutional
question according to the last decision,

I am glad to



7938
instead of going bacl fo the original
document itself.

Mr. President, just one more word.
Appeal has been made for the preserva-

tion of freedom and for the preservation -

of our Federal system. I do not know
how to answer that kind of an argument.
I have been reading the history of the
United States covering the last 150 years,
and each time our Government has
moved forward in an expansion of iis
constitutional powers, the destruction of
liberty has been predicted, and the de-
struction of the Federal Government has
been prophesied. Yet we all know that,
man for man, the American citizen to-
day is much ahead of the citizen of the
United States 150 years ago.

We know that, State for State, each
State is stronger than it was then, even
in a comparative sense. We know that
the scheme of our constitution has so
progressed that today the people of the
United States realize that the constitu-
tion is the companion of the American
pecple in accomplishing their political
and social ends.

Mr. LANGER, Mr. President, will the
Senator yield?

Mr. THOMAS of Utah. I yield.

Mr. LANGER. During the course of
the Senator’s remarks I asked him a
question and made a statement which
was disputed by the junior Senator from
Minnesota [Mr. BaiLl, in regard to what
Mr. Wendell Willlzie said during a hear-
ing before the Committee on Foreign
Relations of the United States Senate.
Because of the fact that there has arisen
a question of veracity between the Sena-
tor from Missouri [Mr. Crark] and the
junior Senator from Minnesota [Mr.
Barrl, I have secured a copy of the re-
port of the hearing to which I have re-
ferred, and will quote from it.

Under date of February 11, 1941, Mr.
Willkie appeared before the committee,
and a colloquy took place, from which I
will cite the part that is material to the
present discussion:

Mr. Wiikie. You said he would not get us
into war.

Banator CLarg of Missouri. No; I made no
such promise for the President.

Mr. WiLxrme. As to the statement about
the President, in the course of the campaign
I made a great many statements about him.
He was my opponent, you know.

Senator Crarx of Missouri. You would
not have said anything about your opponent
you did not think was true, would you?

Mr. WnuLkie. Oh, no; but occasionally in
moments of cratory in campaigns we all ex-
pand a little bit.

A short time later the Senator from
North Dakota [Mr. Nvel interposed.
The following colloguy ensued, which
appears on page 905 of the printed
volume of hearings:

Senator Nye. In the same vein, at about
the same time you remarked:

“I believe we should keep out of war at all
hazards.”

Mr. Wnrge. Yes; and I think this bill pro-
vides the method of keeping out of war.

Senator Nye. You stated further:

“We are being edzed toward war by an ad-
ministration which is alike careless in speech
and in action.” ;

I think you have already discussed your
present views on that score.
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Mr. WiLLEIE. Yes, sir.

Senator NYe. One more assertion of yours,
that of October 30:

“On the basis of his—"

That is, Rocsevelt's—
“past performance with pledges to the people,
you may expect we will be at war by April
1941, if he is elected.”

Mr. WiLgre, You asked me whether or not
I £aid that?

Senator Nye. Do you still agree that that
might be the case?

Mr. Winzxee, It might be. It was a bit of
campalgn oratory.

1 submit, Mr, President, that that part
of the Democratic platform which was
adopted in 1940, on the 15th day of July,
in which it was said to the people of
America:

To encourage investment in preductive en-
terprise, the tax-exempt privileges of future
Federal, State, and local bonds should be
removed—

was a definite pledge made by the Demo-
cratic Party to the people of America.

Mr. THOMAS of Utah. Mr. President,
may I ask the Senator from North Da-
kota, since he has brought political par-
ties into the debate, if there is any party
in any State, or in the Nation, that would
put into a platform a pledge that they
expected to maintain this exemption and
expect to get anywhere with the Amer-
ican people?

Mr. LANGER. They did, and they
were elected, They were elected on the
pledge which they made in their platform
that they would take away the privilege
of tax exemption from the rich.

Mr. THOMAS of Utah. Yes, and the
Republican Party would have said the
same thing, but it remained silent on the
subject. It did not dare say the opposite,
did it? Is there any party in the United
States that would go before the pzople
on a platform making the opposite decla-
ration?

Mr, LANGER. I do not know about
that. I know the Republican Party was
silent on the subject.

Mr. CLARK of Missouri.
dent, will the Senator yield?

Mr, THOMAS of Utah. I yield.

Mr., CLARK of Missouri. I have been
informed that a few moments ago, while
I was temporarily absent from the foor,
the Senator from Minnesota [Mr. Baryrl
denied that Wendell Wilikie had made a
statement before the Committee on For-
eign Relations of the Senate when it had
uniier consideration the lease-lend
bill——

Mr. CONNALLY., What difference
does it miake whether Willkie said it or
not?

Mr. CLARK of Missouri. It makes
some difference. The Senator from
Minnesota undertook to question the
statement of fact, particularly a state-
ment in which I understand I was quoted.

Mr. President, the fact of the matter
is that Mr. Willkie made the statement
which has been attributed to him, not
once, but twice, in the Committee on
Foreign Relations, once in answer fo a
question by me, and some time later in
auswer to a question by the Senator from
North Dakota [Mr. Nyel. There is no
question about what Mr. Willkie said,
and if the Senator from Minnesota was

Mr, Presi-
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present and failed to hear if, I am sure
he was the only one in the large company
which was present at the hearing who

did fail to hear it. Not only that but it

was quoted the nexi day in every news-
paper in the United States and was made
the subject of considerable editorial
comment througout the country.

I had nothing to do with injecting this
question into the discussion here today,
but I take this opportunity to call atten-
tion to the fact that on the same day, in
the same hearing, on numerous occasions
Mr. Willkie made a statement which was
diametrically opposed to the statements
which he has been making recently con-
cerning a second front, when he pre-
dicted and asserted that a second front
would not be necessary, that if we would
merely send a few medium and heavy
bombers, Germany could be bombed into
submission in very short.order, without
any expeditionary force whatever being
necessary.

Mr. GEORGE. Mr. President, if there
is a question of what Mr. Willkie said,
the Seznator from Missouri is within his
rights to have the Recorp speak the
facts, but I believe that the passage of the
pending tax bill is more important than
what Mr. Willkie said during the last
campaign, or what he is saying at the
present time. I am sure of one thing,
that Mr. Willkie furnishes so much text
that if we undertake to debate it here
we will not finish before the next Presi-
dential election.

Mr. WALSH. Mr, President, I ask to
have inserted in the REcorp a few of the
many messages I have received from
officials of the State of Massachusetts,
including the commissioner of corpora-
tions and taxation, representing the Gov-
ernor, and the mayor of Boston, in oppo-
sition to taxing the income from State
and municipal bonds, which telegrams
express my views on the pending ques-
tion.

There being no objection, the com-
munications were ordered to be printed
in the REcorp, as follows:

Bostow, Mass., August 5, 1942,
Hon. Davip I, WatsH,
United States Senator,
Washington, D.C.:

I strenuously urge your opposition to tax
on municipal bonds. Such a tax would have
serious effect on Boston's financial condition.
Boston’s views have been made known to
Senate committee through Charles J. Fox,
city auditor.

Mavrice J. ToEIN,
Mayor of Boston.
BostoN, Mass., July 27, 1942,
Hon, Davip I. WausH:

Your attention is respectfully directed to
fact that Massachusetts, in fact all New Eng-
land, will be very seriously handicapped if
proposal to tax income from State and mu-
nicipal securities is permitted to be made a
part of Federal revenue bill. The structure
of financing both because of constitutional
as well as statutory limitations prevents many
municipalities from borrowing without ad-
vantage of tax exemption, and in many in-
stances even though borrowing could ke had
increased cost for the money because of abo-
litlon of tax exemption would cause commu-
nities of Massachusetts to suffer much by way
of increased expenditures, and a sum far in
excess of what Federal Government possibly
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could gain for authority to tax. Examination
of inheritance-tax returns here in Massachu-
cetts demonstrates in so-called large estates
there is practicaily no volume of tax-exempt
securities; carrying out suggestion that at
least so far as Massachusetts is concerned
rich do not go to the purchase of tax-exempt
securities, There is indication however in
respect to borrowing, which have been can-
celed and the places to which interest on
the bonds are forwarded that tendency in
Massachusetts is for the institutions—edu-
cational, charitable, and religious—to gather
in municipal and State bonds and not indi-
viduals or corporations of great wealth or
influence. In my opinion it would be very
definitely of injury to Massachusetts if such
a propcsal as that of taxing State and mu-
nicipal securities was made a part of Federal
revenue program. It is urged that you oppose
such enactment in interest of Massachusetts.
Hewry E. LoNG,
Commdssioner of Corporation
and Tazation.

MassACHUSETTS COLLECTORS
AND TREASURERS' ASSOCIATION,
September 17, 1942.

The Massachusetts Collectors’ and Treas-
urers’ Association, organized some 35 years
ago and representing the treasurers and col-
lectors of the 851 municipalities in Mas-
sachusetts, in regular meeting assembled on
this, the 17th day of September 1942, unani-
mously went on record as opposed to any
congressional enactment which will make
possible the taxing by the Federal Govern-
ment of the interest from securities issued
or to be issued by the State or its political
subdivisions.,

The secretary of the assoclation, who at-
taches his signature hereto, was specifically
instructed to call to the attention of the
Members of the Hcuse of Representatives
and the Senate of the United States the
opposition of the association and its mem-
bers to the passage of such legislation, In
their opinion such an act would be detri-
mental to the well-being of Massachusetts
and its citles and towns and would disre-
gard that which has made it possible for
Massachusetts and its cities and towns to
give to its inhabitants through the years
a form of benefit which has not been ex-
ceeded by any State in the Union. The
inability of many municipalities to borrow,
the extra cost to them, and the certainty
that many things which should be con-
structed after the war cannot be under-
taken if such a restriction is imposed upon
them is more serious in the minds of the
assceiation than can be expressed in words
as Massachusetts and its political subdivi-
sions are strongly of opinion that, just as
taking away their ability to tax, to affect
in any way the borrowing of the State or
its political subdivisions is comparable to
destroying the sovereignty which they are
anxicus to maintain as well as the ability
to furnish through their credit the very best
by way of benefits to the individual in-
hebitants of Massachusetts whether expressed
through State expenditure or through that
of the cities and towns.

It is the opinion of the treasurers and col-
lectors of Massachusetts that a vote to permit
the taxing of interest from State and politi-
cal subdivision securities will be a direct
attack on the abllity of the State and its po-
litical subdivisions to function as they have
in the past and that such action is as unwar-
ranted and unneeded as it is unwise and
undesirable.

Because of the serlousness of this situation,
the Massachusetts Collectors and Treasurers’
Association addresses this, its first resolution
of this kind in the whole period of its 35
years' existence, to the Members of Congress
from this Commonwealth and urges, because
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the situation is important enough to pass a
resolution, that every possible step be taken
to defeat the enactment of such legislation
to the end that there will be no change in the
policy which has proven wise through the
years and which has been of extreme help to
the continuity of activities by the cities and
towns.

Respectfully submitted by order of the
Massachusetts Collectors and Treasurers' As-
sociation representing the treasurers and col-
lectors of the 351 cities and towns of Massa-
chusetts.

Nataanier M, NicHoLS,
Secretary.

Ciry oF WORCESTER, Mass,,
AUDITING DEPARTMENT,
September 21, 1942,
Hon. Davip I, WaLsH,
United States Senate,
Washington, D.C.

DEAR SENATOR WALSH: I am greatly dis-
appointed to learn that the Senate Finance
Committee has again voted to include the
taxation of future issues of municipal and
State bonds in the current revenue bill ncw
being prepared for presentation to the Sen-
ate as a whole.

It is deplorable that a government that is
attempting to raise eight billions in the pro-
Pposed tax bill to support a war for freedom in
all its phases, including constitutional rights,
ghould include in the bill taxation that di-
rectly violates those rights.

Moreover, the Federal tax gain as a result
of taxing bonds may be fifty millions, ap-
proximately only one-half of 1 percent of
total, certainly a pleayune revenue to at-
tempt to recover in defiance of certain fun-
damental principles of our democracy.

Such enactment will add to the cost of
local government without providing any sub-
stantial compensation revenues for the Fed-
eral Government. The fiscal freedom of
State and local government is in great
danger; also, a probable failure of govern-
ment to survive the additional burden of
increased taxes,

Massachusetts occuples an outstanding
position among the other States in her sound
financial structure, and that of her cities
and towns, and I believe the proposed legis-
lation would do more to endanger her stand-
ing than any other possible act of the Gov-
ernment.

As a financial official of the second largest
city in Massachusetts, I earnestly ask you
to vote against the inclusion of taxation
of municipal and State bonds.

I hope I shall hear from you with the
assurance that you will vote against a viola-
tion of State right.

Sincerely yours,
HENRY A. ALLEN, City Auditor.

Crry oF BosTON,
AUDITING DEPARTMENT,
City Hall, September 15, 1542,
Hon., Davip I, WALsH,
Senate Chamber,
Washington, D. C.

Dear SENATOR WALSH: The proposal to levy
a tax on the income from future issues of
municipal securities will place a heavier bur-
den on cities and towns within this Com=-
monwealth than on any other municipalities
within the country. This is due to the fact
that since taxes are not due and payable
until November 1, our cities and towns for
10 months of the year must finance ordi-
nary maintenance requirements by the issu-
ance of revenue anticipation loans, Accord-
ing to the latest *Statistics of Municipal
Finances™” issued by Mr. Waddell the 39
cities of the Commonwealth in the year 1939
issued roughly $125,000,000 temporary notes.
This is an item of borrowing which muniec-
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ipalities in other sections of the country do
not face,

Another item of borrowing peculiar to Mas-
sachusetts is that in connection with relief
payments. Under current statutory provi-
sions municipalities are required to provide
in their current budgets amounts equal to
a fixed percentage of the prior year's welfare
expenditures. When this requirement has
been satisfled they are privileged to borrow
the balance of their estimated relief expendi-
tures. In 1839 borrowings of this character
were slightly in excess of $14,000,000.

Treasury officials have claimed that the
taxation of future issues will place no great
immediate burden on municipalities since
for the duration of the war municipal bor-
rowings for capital improvements will be
necessarily curtailed. This argument entirely
overlooks the two peculiar types of borrow-
ing already pointed out and makes no allow-
ance for the problems which will be faced by
municipalities at the close of the war. If
our cities and towns are to participate in the
post-war program of public works they should
not be faced with the added interest burden
which everyone agrees will develop if the in-
come from municipal securities is to be sub-
Ject to Federal income tax. It is a matter
of record that the tax rates of Massachusetts
municipalities are among the highest in the
country. In the interest of the owners of
real and personal property in this State I
trust you will see your way clear to oppose
the proposal to tax municipal securities
when it reaches the floor of the Senate and
thus prevent the imposition of an added tax
burden on our local taxpayers.

Sincerely yours,
CuaArLES J. Fox,
City Auditor.

Mr. SMITH. Mr. President, I do not

wish to detain the Senate, but I feel it

my duty to express my appreciation of
the speech made by the Senator from
Vermont [Mr. AusTin].

I am surprised that the argument con-
cerning the power of the Federal Gov-
ernment to tax incomes derived from
bonds issued by municipalities and
States has revolved around the question
of the money involved. That does not
concern me. I think the powers of the
sovereign States, which are coordinate
with the Federal Government in our dual
form of government, should be kept in-
violate. The State governments have
the right to pass laws and levy taxes, and
they feel that they are entities of the
Government, and have a right to issue
bonds, and to carry on their business as
they see fit.

Mr. President, I have observed with a
great deal of uneasiness the gradual en-
croachments of the Central Government
upon the States. Every move we make
is along that line. I am glad the Sen-
ator from Vermont made the speech he
did today upholding the rights of the
States, the counties, and th=s municipali-
ties, which have developed so wonder-
fully in our country. I would rather risk
the chance of having the country kept on
an even keel through the continuance
of the power reserved in the 48 States, in
their sovereign capacity, than having
this body undertake to keep the Govern-
ment on an even keel, Our pegple have
elected us to this bedy, and are logking
to us to interpret the Constitution, and
to deal fairly with them. Do we take
into consideration the powers reserved
in the States? I doubt very seriously



7946

whether a great percentage of the mem-
bership of this body has seriously studied
the Constitution and the decisions of the
Supreme Court with respect to that twi-
light zone which lies between the re-
served and the delegated powers.

Mr. President, I consider the commit-
tee amendment, which would grant to the
Federal Government the power to tax se-
curities of States which are now tax ex-
empt, to invelve one of the most serious
questions to come bzfore the Senate. It
is not a question of dollars and cents. It
is a question of exercising what the
people of the States consider fo be their
rights and their powers. To impose a
tax on their instrumentalities of course
curtails their power. I shall never vote
to permit the Government of the United
States to exercise such power, to usurp
the power over the States.

I felt particularly uplifted when the
argument in favor of States’ rights was
made today by the Senator from Ver-
mont. I used to believe that we had
three coordinate branches of govern-
ment, the legisiative, the judicial, and the
executive. It seems tome that the power
of government has been narrowed down
now almost to one branch, and I shall
not be a party to contributing to such
narrowing of power.

I am amazed that Senators should
stand on the floor of the Senate and
argue over the words of the sixieenth
amendment, “from whatever source de-
rived.” We can argue that language to
a reductio ad absurdum.

Mr. President, I stand here today try-
ing to keep inviolate, so far as it is in my
power to do so, the right of the States to
exercise the power they have heretofore
had, the power held by them up to the
present time, to attend to their own af-
fairs and not be overlorded by a great
central government. I believe in State
rights. I believe in individualism. I can-
not understand why Senators, for the
sake of obtaining a little tax revenue,
will endeavor to destroy the very essence
of our dual form of government. State
legislatures are rapidly becoming more
nominal adjuncts to Washington. The
people of the States are not paying much
attention to their legislatures any more,
They are more and more looking to
Washington. In Washington we have
handed out benefits to the tune of several
billion dollars. I do not know whether
that action is constitutional or not. How-
ever, the Constitution of the United
States now seems to be obsclete. Every
move we make is a move to discredit it.

I am greatly concerned about the trend
which the argument in the Senate has
taken, that in order to obtain certain
taxes the splendid system of State gov-
ernment shall be destroyed.

I hope we can vote on the Senate com-
mittee amendment today, and that it
will be rejected and that the amendment
of the Senator from Ohio [Mr. Burton]
will be adcpted,

Mr. LEE. Mr. President, I rise to
speak for a few minutes in opposition to
the Burton amendment, or rather, I shall
spesk in support of the committee
amendment, which proposes to withdraw
the special privilege of tax exemption
from local and State bonds, In 1909 the
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Senate, by a vote of 77 to 0, passed a
joint resolution which later resulted in
the adoption of the sixteenth amend-
ment.

The House passed the legislation by a
vote of 318 to 14. Then the sixteenth
amendment was referred to the States for
ratification, the first States ratifying it in
1909 and the last States ratifying it in
1913. All but 3 of the 48 States in the
Union ratified the sixteenth amendment,

The sixteenth amendment to the
minds of the people in the streets, to the
minds of the people on the farms, carried
only one meaning, and that is the mean-
ing contained in the language of the
amendment itself, which is one of the
short amendments. The language is:

The Congress shall have power to lay
and collect taxes on incomes, from what-
ever source derived, without apportionment
among the several States, and without regard
to any census or enumeration.

That language is so plain that the
peaple of the country understood it to
mean that if the amendment were
adopted Congress would have power to
lay and collect taxes on incomes from
whatever source derived. There was no
quibble over the meaning of the language
at that time. The people of the States
sent their Representatives and Senators
to the State legislatures with instructions
to vote for that amendment, believing
that they would thereby stop up the last
loophole which permitted tax dodging.
The people understood the language.
It was only after the lawyers got hold of
it and began to split hairs over it that
it began to have several faces and several
different meanings.

Mr. President, I wish to illustrate my
point. In my section of the country the
preachers representing difierent denomi-
nations sometimes have denominational
debates, which are sometimes called re-
ligious debates, and those debates wax
warm. One time they were having a
debate on the subject of baptism. The
debate took place under a brush arbor
and great crowds were gathered. The
discussion was about a preacher named
Philip who was hitchhiking his way along
the road. He saw a eunuch of great au-
thority riding along in a chariot. Philip
thumbed a ride and the eunuch picked
him up. FPhilip noticed the eunuch was
reading in the Bible from Isaiah. Affer
some discussion the eunuch decided he
wanted to be baptized, and this is the
language describing what occurred:

And as they went on their way they came
unto a certain water and the eunuch said,

Bee, here is water; what doth hinder me to
be baptized?

And Philip said, If thou bellievest with all
thine heart, thou mayest. And he answered
and said, I believe that Jesus Christ is the
Bon of God.

And he commanded the chariot to stand
still: and they went down both into the
water, both Philip and the eunuch; and he
baptized him.

The point of debate was who baptized
who. One of the debaters raised the
question that by the language of the
Scripture one could not tell who baptized
who, because the Scripture says—

And he baptized him.
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Another debater, who wanted to prove
that Philip baptized the eunuch, saw a
little colored boy sitting on the fence
nearby and he called him.

Of course it scared the little fellow at
first, and he turned a few shades lighter,
but finally he climbed down off the fence
and came to the platform on which the
debaters sat. The preacher invited him
to come to the platform, which he did,
and said to the boy, “Now sit down and
listen.” So the preacher read this pas-
sage of the Scripture to him. Then he
read it to him again, and said, “Now son,
in your mind who was it that was bap-
tized?” The little boy answered back
without hesitation, “Well, I do not know,
sir, but I think it was the man who
wanted to be.”

I use that to illustrate the simplicity
of language when one wants to under-
stand it, and the people wanted to un-
derstand the sixteenth amendment when
it said:

The Congress shall have power to lay and

collect taxes on incomes, from whatever
source derived.

It has been argued in this debate that
when we lay a tax on a man’s income,
simply because it comes from a loecal or
State bond, we are taxing the local gov-
ernment or taxing the State, Has it ever
been argued, by the same token, that
when we tax the income of the farmer—
if any poor farmer ever had enough in-
come o reach up into the income-tax
brackets—we are laying a tax on the
farm? If we are, it is unconstitutional,
because such a tax is an ad valorem tax,
and the FPederal Government has no
power to levy a tax on a man’s farm.

Has it ever been argued that when we
tax a lawyer's income we are levying a
tax on the practice of law? Has it ever
been argued that when we tax the income
of a merchant we are laying a tax on the
merchant’s grocery business? It has not.
When he receives an income, it is identi-
fled as his. He puts it in the bank, and
he is taxed according to that income.

It is argued that by this amendment
we are trying to lay a burden on the com-
munities and States. No such thing is
true. We are merely trying to withdraw
8 special exemption, because as things
stand today the States and communities
are the only authorities which can issue
bonds which are tax exempf.

Mr. CONNALLY. Mr, President, will
the Senator yield?

Mr. LEE. I yield.

Mr. CONNALLY. Under the Senator’s
consiruction of the sixteenth amend-
ment, does he contend that the language
“from whatever source derived” includes
any income from any source?

Mr. LEE. That is what it says.

Mr. CONNALLY. Isthat what the Sen-
ator construes it to mean?

Mr. LEE, That is what it says. OI
course I do.

Mr. CONNALLY. Does the Senator
contend that under that language the
Government could tax a township in
Cklahoma which receives $100,000 in
taxes from the pzople? That is income to
the township. Could the Federal Govern-
ment tax that income, or income received
in the form of taxes by a drainage dis-
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trict, a school district, or a road district?
The sixteenth amendment says “from
whatever source derived.”

Mr. LEE. It says that Congress shall
have power to lay the tax. If Congress
should lay the tax, I suppose it would
have the right to collect it; but I do not
think Congress would lay such a tax.

Mr. CONNALLY. Why not, if tl.e Sen-
ator wants to tax everything?

Mr. LEE. I do not want to tax every-
thing. Would the Senator vote to lay
such a tax? Such a tax measure would
first have to pass through the Congress.

Mr. CONNALLY. Of course. The
Senator says that the Federal Govern-
ment could tax the annual taxes raised
in a township or city. Would Le favor
such a tax?

Mr. LEE. No.

Mr. President, I believe in equality.
One of the things which made the tax
collector in ancient history very unpopu-
lar wac the inequity of taxation. The
people are willing to pay taxes if they
know that the taxes are levied in all
fairi'ess.

Let me illustrate the situation as it is
today. I made a few computations with
respect to Oklahoma. A married man
living in Oklahoma who operates a store
and has an income of $5,000 has to pay
income taxes amounting to $146.22, A
man living Beside him who has an income
of $5.,000 from tax-exempt securities,
State or local bonds, does not pay a thin
dime. Is that fair? Do the people ap-
prove that? I do not think so.

Again, if a married man living in
Oklahoma has an income of $10,000 from
the rental of apartment houses and other
properties after he has paid his property
and paving tax, he pays an income tax of
$737.85; but if a man living next to him
has an income of $10,000 from school
bonds which he has purchased, he does
not pay a thin dime. Do the people ap-
prove that? I think not, I know they
do not.

Again, i1 a married man living in Okla-
homa has an income of $50,000 derived
from the oil business in my State, he pays
an income tax amounting to $11,132.41,
If right beside him there lives a man who
has an income of $50,000 from State
bonds, he does not pay a thin dime.
Does any Senator think that the people
approve that? Did not the people have
that situation in mind when they sent
their State representatives to the State
legislatures to vote for the sixiteenth
amendment to give Congress the power
to lay and collect taxes on incomes from
whatever source derived? I think they
haa exactly that in mind.

Take another example. We say we do
not have a capital levy, but I maintain
that an ad valorem tax is a capital levy.
If a farmer does not make enough from
his farm to pay the ad valorem tax, what
happens? The tax assessments accumu-
late until he loses his farm. His farm is
taken. His capital is levied upon and
taken; yet, as was pointed out by the
Senator from Michigan [Mr. Brown] a
man in the same community may have
an income of several million dollars, 44
percent of which is from tax-exempt se-
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curities, on which he does not pay a dime
of tax. However, the poor farmer who
does not have enough income to get into
the income-tax brackets has his farm
taken away from him because he cannot
pay the taxes on it, when there are others
in the same community with him who
enjoy the special privilege of exemption.

I have heard two Senators make the
statement that “I am not one who pro-
poses to scak the rich.” I am not either;
but neither do I propose to give the rich
a special exemption. I submit that this
offers the rich a special exemption. Did
any Senator ever hear of a poor man
buying an issue of community bonds,
scheol bonds, State bonds, water bonds,
or sewer bonds? Did any Senator ever
hear of a day laborer buying such bonds?
Have we ever heard of any poor people

buying such bonds?

Suppose a man has an income of $5,000,
and he buys some 3-percent tax-exempt
bonds. To him the exemption privilege
is worth two-tenths of 1 percent. The
Senator from Michigan pointed out yes-
terday that to a man with an income of
$100,000 a tax-exempt bond bearing 3
percent interest is worth more than a tax-
able bond bearing 20 percent. Yet we
are told that the exemption privilege is
not worth anything to the rich. I ask
Senators to answer that argument.

Mr. President, from 1909 to 1913 the
people approved a fair and equitable tax~
ing plan for taxing the people according
to their incomes and their ability to pay.
Congress passed the bill. The House
passed it by a vote of 318 to 14, and the
Senate by a vote of 77 to 0. Forty-five
of the 48 States approved it, and it
became law. Then it was nullified by
judicial decision. The court said that it
did not mean what it said. Those who
today are opposing the withdrawal of this
special privilege believe that the court
then was right, but a later court, acting
upon a case involving the salary of an
employee of the Home Owners’ Loan
Corporation, reversed that decision, giv-
ing the Congress the power to lay taxes
upon income from the Federal Govern-
ment and from States.

As has been pointed ocut, our Demo-
cratic Party said in its 1940 platform:

To encourage investment in productive
enterprice the tax-exempt privileges of future
Federal, State, and local bonds should be
removed.

I do not see how any member of the
Democratic Party can repudiate that
plank in the platform, that pledge and
promise to the people.

Furthermore, President Roosevelt, in
his message to Congress on April 25,
1938, said:

Whatever advaniages this reciprocal immu-
nity may have had in the early days of this
Nation have long ago disappeared. Today it
has created a vast reservoir of tax-exempt
securities in the hands of the very persons
who equitably should not be relieved of taxes
on their incomes,

He thereby recognized that the rich
have a special advantage.
Both the States and the Nation are de-

prived of revenues which could be raised
from those best able to supply them.
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Later in his message President Roose-
velt said:

Tax exemptions through the ownership of
Government securities of many kinds, Fed-
eral, State, and local, have operated against
the failr or effective coliection of progressive
surtaxes. Indeed, I think it is fair to say
that these exemptions have viclated the spirit
of the tax law itself by actually giving greater
advantages to those with large incomes than
those with small incomes.

He later said:

I therefore recommend to the Congress
that effective action be promptly taken to
terminate these tax exemptions for the
future.

That was the request of the President
of the United States in 1938, We still
have not complied with it. In my opin-
ion, here is the chance, the last chance
we ghall have, to comply with his re-
quest and to terminate the tax exemp-
tions. In this crisis, when we are so
badly in need of additional revenues,
when we are so.desperately seeking every
reservoir from which we might raise in-
come with which to pay for this war, I
am amazed and surprised to find in the
Senate opposition to taxing a man’s in-
come regardless of ifs source.

This is our last opportunity, in my
opinion, to close this one locophole, to
stop this last inequity, to remove this
special privilege to a speeial class.

The argument has been advanced that
there is nothing of a reciprocal agree-
ment as between the local communities
and the Federal Government, that there
is no reciprocity. However, let me re-
mind the Members of the Senate that
the local communities can tax the prop-
erty in those communities, and that the
Federal Government does not try to tax
the property in those communities.
‘With respect to the States, the Federal
Government has offered, and is willing
to have, reciprocity of taxation.

The identity of the source of the in-
come is lost when the individual receives
the income, Does the individual have
three or four different bank accounts,
and when he places the money in the
bank does he say, “The money in this
account came from bonds, the money in
that account came from labor, the money
in the other account came from invest-
ments”? No, indeed. He has one ac-
count, in which he deposits all his in-
come; and on that income he is subject,
by all the laws of equity and fairness,
to pay the same tax that I pay and that
John Q. Citizen pays and that all others
pay. The people expect us to levy the
tax accordingly, and certainly so now,
when we are in need of revenue with
which to pay for the war.

The PRESIDING OFFICER. The
question is on agreeing to the amend-
ment of the Senator from Ohio [Mr.
BurToNn].

Mr. AUSTIN. Mr. President, I arise
to request unanimous consent that I be
allowed to have a certain matiter printed
in the REcorp. During my remarks an
interrogatory was propounded by the
Senator from Illinois which I was unable
to answer, but which the distinguished
majority leader, the Senator from Ken-
tucky, was able to answer, showing that



7942

in 1861 the Congress levied a direct tax
upon the income of the citizens of the
several States.

The secretary of the minority has
brought to my attention an important
statute which seems to me to have a bear-
ing upon the conscience of the Congress
with respect to the matter, and perhaps
indicating the vigilance of the States in
respect to it. It is Twenty-six United
States Statutes at Large, page 822, chap-
ter 496, an act to credit and pay to the
several States and Territories and the
District of Columbia all moneys collected
under the direct tax levied by the act of
Congress approved August 5, 1861, I ask
unanimous consent to have a copy of the
statute printed in the Recorp, because it
includes not merely the States, the Terri-
tories, and the District of Columbia, but
also the inhabitants who paid the tax,
when they could be ascertained.

I see that the Senator from Illinois is
in the Chamber. I am glad he is here, so
that he will know about this act of Con-
gress passed in 1891 recognizing the
principle of immunity, and restoring what
had been collected by the tax law of
1861.

Mr. President, I renew my request to
have the statute printed in the Recorp as
a part of my remarks.

There being no cbhjection, the statute
was ordered to be printed in the REcorb,
as follows:

Chapter 496
An act to credit and pay to the several States
and Territories and the District of Colum-
bia all moneys collected under the direct
tax levied by the act of Congress approved

August 5, 1861

Be it enacted, ete., That it shall be the duty
of the Secretary of the Treasury to credit to
each State and Territory of the United States
and the District of Columbia a sum equal to
all collections by set-off or otherwise made
from said States and Territories and the Dis-
trict of Columbia or from any of the citlzens
or Inhabitants thereof or other persons under
the act of Congress approved August 5, 1861,
and the amendatory acts thereto.

Sec. 2. That all moneys still due to the
United States on the quota of direct tax ap-
portioned by section B of the act of Congress
approved August 5, 1861, are hereby remitted
and relinguished.

Szc. 3. That there is hereby appropriated,
out of any money in the Treasury not other-
wise appropriated, such sums as may be
necessary to reimburse each State, Territory,
and the Distriet of Columbia for all money
found due to them under the provisions of
this act; and the Treasurer of the United
States Is hereby directed to pay the same to
the Governors of the States and Territories
and to the Commissioners of the District of
Columbia, but no money shall be paid to any
State or Territory unt!l the legislature hereof
shall have accepted, by resolution, the sum
herein appropriated, and the trusts imposed,
in full satisfaction of all claims against the
United Btates on account of the levy and col-
lection of said tax, and shall have authorized
the governor to receive said money for the use
and purposes aforesald: Provided, That where
the sums, or any part thereof, credited to any
State, Territory, or the District of Columbia,
have been collected by the United States from
the citizens or inhabitants therecf, or any
other person, either directly or by £ale of prop-
erty, such sums shall be held in trust by such
State, Territory, or the District of Columbia
for the benefit of those persons or inhabitants
from whom they were collected, or their legal
representatives: And provided further, That
no part of the money collected from indi-
viduals and to be held in trust as aforesald
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ehall be retained by the United States as a
set-off against any indebtedness alleged to
exlst against the State, Territory, or District
of Columbia in which such tax was collected:
And further, That no part of the
money hereby appropriated shall be paid out
by the governor of any State or Territory or
any other person to any attorney or agent
under any contract for services now existing
or heretofore made between the representative
of any State or Territory and any attorney or
agent. All claims under the trust hereby
created shall be filed with the governor of
such State or Territory and the Commission-
ers of the District of Columbia, respectlvely,
within six years next after the passage of this
act; and all claims not so filed shall be for-
ever barred, and the money attributable
thereto shall belong to such State, Territory,
or the District of Columbia, respectively, as
the case may be.

Sec, 4. That it shall be the duty of the
Secretary of the Treasury to pay to such per-
sons as shall in each case apply therefor, and
furnish satisfactory evidence that such ap-
plicant was at the time of the sales herein-
after mentioned the legal owmer, or is the
heir at law or the devisee of the legal owner
of such lands as were sold in the parishes of
St. Helena and St. Luke's In the State
of Scuth Carclina, under the said acts of
Congress, the value of said lands in the
manner following, to wit: To the owners
of the lots in the town of Beaufort, one-half
of the value assessed thereon for taxation
by the United States direct-tax commis-
sioners for South Carolina; to the owners of
the lands which were rated for taxation by
the State of South Carolina as being usually
cultivated, #5 per acre for each acre thereof
returned on the proper tax-book; to the
owners of all other lands, $1 per acre for each
acre thereof returned on said tax book: Pro-
vidzd, That In all cases where such cwners,
or persons claiming under them, have re-
deemed or purchased sald lands, or any part
thereof, from the United States, they shall
not receive ccmpensation for such part so
redeemed or purchased; and any sum or sums
held or to be held by the sald State of Scuth
Carolina in trust for any such owner urnder
section 3 of this act shall be deducted
from the sum due to such owner under the
provisions of this section: And provided fur-
ther, That in all cases where said owners have
heretofore received from the United States
the surplus proceeds arising from the sale of
thelr lands, such sums shall be deducted from
the sum which they are entitled to receive
under this act. That in all cases where per-
sons, while serving in the Army or Navy or
Marine Corps of the United States, or who had
been honorably discharged from sald sorv-
fce, purchased any of said lands under sec-
tion 11 of the act of Congress approved
June T, 1862, and such lands afterward re-
verted to the United States, it shall be the
duty of the Secretary of the Treasury to pay
to such persons as ehall in each case apply
therefor, or to their heirs at law, devisees, or
grantees, in good falth, and for valuable con-
sideration, whatever sum was so pald to the
United States in such case. That before
paying any money to such persons the Sec-
retary of the Treasury shall require the per-
gon or persons entitled to receive the same to
execute a release of all claims and demands
of every kind and description whatever
against the United States arising out of the
execution of said acts, and also a release of all
right, title, and interest in and to the said
lands. That there is hereby appropriated,
cut of any money in the Treasury not other-
wise appropriated, the sum of 8500,000, or s0
much thereof as may be necessary to pay for
said lots and lands, which sum ghall include
all moneys in the Treasury derived in any
manner from the enforcement of said acts
in eald parishes, and not otherwise appro-
priated. That sectlon 1063 of the Revised
Statutes is hereby made applicable to claims
arising under this act without limitation as
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to the amount involved in such claim: And
provided further, That any sum or sums of
money recelved into the Treasury of the
United States from the sale of lands bid in
for taxes in any State under the laws de-
scribed in the first section of this act in excess
of the tax assessed thereon shall be paid to
the owners of the land so bid in and resold, or
to their legal heirs or representatives.
Approved, March 2, 1891.

Mr. O'MAHONEY. Mr, President, it
is my purpose to support the amendment
offered by the Senator from Ohio [Mr.
Burrton], and I desire very briefly to
state to the Senate my reasons for so
doing.

As I view the question, it is not at all
a question of constitutionality. I have
no personal doubt at all that the Con-
gress has the power to tax incomes from
whatever source derived, and that such
power includes the power to tax income
derived from State, municipal, and coun-
ty bonds.

As I see it, Mr. President, the question
is purely a realistic one: Are we now to
levy a tax for the purpose of raising
money with which to win the war and
to pay for the war, or are we to endeavor
to change the system of tazation? If
it were a matter of raising money with
which to pay for the war, my vote might
be different from what it will be; but
an examination of thé facts clearly dem-
onstrates that there is no possibility of
raising any substaniial sum by the pro-
posed method.

Mr. President, it is an easy thing to
assume that the wealthy pesople of the
country have tremendous incomes from
which could be drawn, and should be
drawn, large sums to help finance the
Government, particularly in this crisis.
Of course, there are large incomes; but
the significant fact which seems to me
to have bzen utterly overlooked is that
in the aggregate the incomes of the very
wealthy are but a drop in the bucket.

I hold in my hand a press release
which was issued by the Secretary of the
Treasury on Friday, October 2, 1942, giv-
ing the figures for taxable and nontax-
able individual income and defense-tax
returns for 1940, filed during the year
1941. The significant revelation to be
found in the statement from the Treas-
ury is that during the year 1940, 1,866
persons had a net income of between
$100,000 and $150,000; only 626 persons
had a net income of from $150,000 to
$200,000; 273 persons had an income of
from $200,000 to $250,000; 167 percons
had an income of from $250,000 to $300,-
000; 166 persons had an income of from
$300,000 to $400,000; 88 persons had an
income ranging from $400,000 to $500,-
000; 79 persons had an income ranging
from $500,000 to $750,000; 33 persons had
an income ranging between $750,000 and
$1,000,000; 28 persons had an income
ranging between $1,000,000 and $1,500,-
000; 8 persons had an income ranging
between $1,500,000 to $2,000,000; 6 per-
sons had an income ranging between
$2,000,000 and $3,000,000; 4 persons had
an income ranging between $3,000,000
and $4,000,000; 2 persons had an income
ranging between $4,000,000 and $5,000,-
000; and 1 person had an income of $5,-
000,000 and over.

Mr, President, if my arithmetic is cor-
rect, that means that in 1940 there were
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3,345 persons who had an income of
$100,000 or more.

Mr. LUCAS. Mr. President, will the
Sanator yield?

Mr. OMAHONEY. I yield.

My, LUCAS. Is that gross income or
net income?

Mr. O'MAHONEY. It is net income,
as figured before the deduction of per-
sonal exemptions.
© Mr. President, this is the significant
fact: If the entire income of those 3,345
persons were to be totaled it would be
found to amount to $691,424,000. In
other words, if we were to take, not the
normal tax and the surtax, but the en-
tire income of every individual in the
United States receiving $100,000 or more,
the total receipts to the Treasury would
be only a little more than $691,000,000,
and we are spending at the rate of
$6.000,000,000 a month.

To me it seems perfectly obvious that
it is not worth $691,000,000 o the Treas-
ury of the United States to cut off the
preferential treatment which, by the ex-
isting law, we give to the pelitical sub-
divisions of the United States, the States,
the counties, and the cities.

I am not concerned about the amount
of taxes which may be paid by the
wealthy, Mr. President, but I am tremen-
dcusly concerned that the States, the
cities, and the counties of the United
States shall not be deprived of this pref-
erential treatment. I believe that the
present law grants a preference, cer-
tainly, but it is a preference granted to
Iccal political subdivisions which sadly
need it in a time when counties and cities,
and even States, are turning to the Fed-
eral Treasury, with its tremendous defi-
cit, for money with which to do the
things which they cannot do without
such assistance. It seems to me to be of
the utmost importance that we should
maintain the present situation and that
we should do nothing to jeojardize it.
Very little is to be gained by withdraw-
ing this preferential treatment.

Mr. President, there are in the United
States about as many counties as there
are individuals receiving these huge in-
comes. I am not thinking of the indi-
viduals with the huge incomes, but I am
thinking of the counties and of the mar-
ket they will have and which they
should have for their securities.

It was a perfectly amazing discovery
to me when I found that, as a matter
of fact, the wealthy in the United States
receive only a very small proportion of
the total income. During the studies of
the Temporary National Economic Com-
mittee we published a monograph, Mono-
graph No. 3, entitled “Who Pays the
Taxes?” On page 7 of the monograph
is to be found a diagram showing the
disposition and distribution of consumer
income in the United States for 1938-
39. This makes, what is to me, a very
amazing revelation. All the pezople in
the United States who received income
of $20,000 a year, and over, constitute
only three-tenths of 1 percent of all re-
cipients of income, and they received
only 94% percent of the total income. I
should have imagined that the total in-
come of all those receiving $20,000 or
more would amount to a perfectly amaz-
ing proportion. I thought it could not
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pcssibly be less than one-fourth or one-
third of the total income of the United
States, but that is not the fact; it is less
than 10 percent.

Mr. LEE. Mr. President, will the Szn-
ator yield?

Mr. O'MAHONEY. I yield.

Mr. LEE. Do the Senator’s figures in-
clude nontaxabie income, as well as tax-
able income? ]

Mr. O'MAHONEY. Yes; this study
was made under the auspices of the
T. N. E. C., in cooperation with the
W. P. A, and we endeavored to find the
total income.

Mr. LEE. Including the tax-exempt
income?

Mr, OMAHONEY. Oh, yes; that is
my understanding. For example, let us
refer to those in the next bracket, who
receive incomes of $15,000 to $20,000 a
year. They constitute only two-tenths of
1 percent of the number of consumer
units in the United States, and their
total aggregate income is only 2.3 percent
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Let us take the same situation with
respect to the figures given out a few
days ago by Secretary Morgenthau, Ac-
cording to his statement 393,844 persons
filed income-tax returns showing in-
comes between $4,000 and $5,000, for a
total of $1,742,796,000. In other words,
the number of texpayers in this small
group which represents incomes of be-
tween $4,000 and $5,000 a year received
in the aggregate more than twice, in-
deed, almost three times, as much as all
those who received incomes of $100,000 or
more,

* Mr. President, I ask that I may be per-
mitted to put these tables in the Recorp
at this point.

There being no objection, the tables
were ordered to be printed in the REcorbp,
as follows:

Distribution and disposition of consunier
income

A. CONSUMER UNITS AND INCOME

[By income brackets]

of the total income of the United States.

If we were to go to the other end of Pereont | Pereont
the scale and take, for example, those e A of con- | 4F SEETG-
who receive between $2,000 and $3,000 a ; sumer | come ro-
year—a very modest income—we would ceived
find that they constitute 11.2 percent of -
the number of consumer units, so-called. 17.9 3.4
Their income amounts to 17.4 percen’ of o o
the total. In other words, the total ag- 13.1 14.6
gregate income of persons receiving be- Lo Jes
tween $2,000 and $3,000 a year is almost t gr sg.m%n $10,000._ . 1.5 7.0

ey TTII. £10,000 to $15,000 4 3.2
zv;rice a? nllluftlll as the total a_g?regate in 1. $15,000 th $20,000- - = -

me of a e persons receiving $20,000 | X 520,000 and over............... i3 0l
Or more a year.

|Net income classes and money figures in thousands of dollars|
T Credit for :
Taxable and nontaxable returns | Numberof | -, Personal 7 Earned in-
by net income classes returns | et INCOME | oxorption del!:{;d' come creqit| 1 otal tax
1) 2 @) ) (5) (6) @
Taxable individual returns:
With net income:

1 Under 1 (estimated)....... 528, TR4 482, 509 303, 803 376 48, 260 1,771

2 1 under 2 (estimated)__...| 2,05, 086 4,004,796 | 2,330,081 | £3,£32 400, 480 57,156

3 2 under 2.5 (estimated).... 914, 050 2,083,858 | 1,288 098 26, 504 208, 38 24, 601

4 2.5 under 3 (estimated)____| 912,174 2,504,204 | 1,593,032 | 68 844 250, 420 24, 673

5 3 under 4 (estimated). 1,014, 623 3,474,787 | 1,831,012 | 273,530 435, 028 45, 372

6 4 under 5 (estimate 3, 1,742, 796 703,116 | 144, 756 157, 156 32, 515

7 sunder ... 217, 751 1, 189, 207 384,342 | 89,191 09, 728 o7, 008

8 6 under 7___ 128, 602 832, 567 224,733 | 55,183 iy, §24 24, 40

9 7 under 8___ £3, 395 622, 841 143,506 | 35,223 47, 800 22, 554
10 Sunder 9. 58,473 495, 420 99,807 | 24,421 36, 454 21, 368
11 9 under 10__ 44, (86 423, 518 76,132 | 18,685 30, 386 21, 144
12 10 under 11_ a3, 701 453, 174 57,001 | 14,013 24, 550 19, 993
13 11 under 12 26, 843 308, 273 45, 261 11,071 20, 856 19, 375
14 12 under 13_ 21, 217 64, 818 35, 601 8 015 17, 519 18, 317
15 13 under 14_ 17, 548 236, 548 29, 431 7,261 15, 345 17,773
16 14 under 15_ 14, 831 214, 794 24,877 6,120 13, 626 17, 444
17 15 under 20. 47, 289 £13, 235 78,762 | 19,413 44,093 80, 595
18 20 under 25. 24, 258 540, 085 40, 221 9, 806 23,126 72, 930
19 25 under 30. 13, 920 379, 737 22,800 5, 534 13, 417 65,135
20 B0 under 40 - ems oo 14, 792 8, 221 24,198 5,849 14, 497 109, 362
a1 40 under 50 7, 464 331, 895 12,123 2,874 7. 87, 730
22 £0 under 60. 4,155 226, 908 6, 802 1, 621 4, 264 69, 518
3 60 under 70. 2, 548 164, 712 4,118 1, €04 2, 651 A5, 327
o4 70 under 80- 1,625 121, 320 2, G4l 606 1, 704 45,315
25 80 under 0.-. .- . __. 1,176 G0, 408 1, 882 426 1,218 20, 578
26 60 under 100___ 781 73, 956 1, 260 313 502 31, 328
27 100 under 150 1,806 , 938 2,630 43 1, 880 105, 337
28 150 under 200 626 107, 300 1,015 220 610 56, 649
20 200 under 250. 273 ), 839 426 o 257 33, 484
80 250 under 300... 167 45, 025 =2 59 153 26, 405
31 300 under 400 . 166 56, 863 273 62 154 34,317
32 400 under 500__ 86 3%, 8O3 144 2% 6 23, 462
33 500 under 750... 79 46, 696 122 20 68 28, 5ot
34 3 27, 474 50 14 27 17, 852
35 28 23,445 44 8 18 21,219
36 8 13,614 13 2 6 9, BR9
a7 6 14,079 8 (32) 5 10, 028
a8 4 13, 443 7 2 3 10, 594
a9 2 8, 090 4 1 2 6, 252
40 1 &, 075 2 (32) 1 3,04
41 1 B O e 7,437,261 | 23,270,203 | 9,463,548 | 916,107 | 1,898,980 | 1,440,067
42 ‘With no net income...... 46 2,551 67 5 473
43 Total, taxable returns. ... | 7,487,307 | 23,276,652 | 9,463,615 | 916,112 | 1,806,014 | 1,441,440




Mr. O'MAHONEY. Mr. President, I
wish to remark that the point of the issue
before us is simply this: We are not vot-
ing for or against a substantial income to
the Federal Treasury; we are not voting
for or against the extremely wealthy; we
are voting directly on the question
whether the political subdivisions of the
United States shall continue to have a
market for their securities, which is pro-
tected by the law.

At a time, Mr. President, when power
in the United Siates and all over the
world is being constantly centralized, I
think it is the supreme duty of every per-
son who believes in maintaining the
principle of local government and local
authority to support leocal authority by
preserving the law as it now stands.

Mr.LA FOLLETTE. Mr. President, we
shall never have an equitable tax system
in this eountry until the privilege of tax
exemption is withdrawn from the munic-
ipal, county, and State levels of govern-
ment. It is true in time of peace, with
low income-tax rates insofar as individ-
uals are concerned. In time of war,
with the rates in the pending bill going to
874 percent on the top bracket, this
haven of refuge for the wealthy taxpayer
becomes a form of special privilege. It
is like a cancer eating at the vitals of
the democratic process.

I have been amazed as I have sat
through the debate today, to hear on the
one hand that Senators are opposed to
the committee amendment because it
does not tax the income from existing
and oufstanding tax-eXxempt securities,
and on the other hand to hear Senators
say that they cannot support the com-
mittee amendment because it does not
raise any revenue for the war. I am to
some extent caught on the horns of that
dilemma myself. I have voted in the
Senate time and time again for placing
a tax on the income from so-called tax-
exempt securities, because I have no
shadow of a doubt that the Federal Gov-
ernment has the power to tax them and
because I have always believed that the
income-tax system could never be just
or equitable with this island of refuge
for the wealthy taxpayer. But, Mr.
President, in time of war it becomes ab-
solutely essential that we remove these
special privileges.

I have prepared an amendment which
provides for the taxation of the income
from outstanding securities. I am sorry
I am not in a position to offer it now, so
as to give an opportunity to vote for it to
those who have risen in this debate and
said that if there was only some revenue
involved they would be delighted to vote
for the amendment.

The time has come when we should
make & beginning in this direction, even
if we cannot succeed in achieving the
whole objective. Let no man doubt that
with appropriations and contract au-
thorizations now already exceeding
$200,000,000,000, the time will come when
if the commiftee amendment is enacted
into law, revenue will be ebtained from
an income tax levied on securities which
are now tax-exempt.

It is estimated that, if we were to tax
the income derived from so-called tax-
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exempt securities under the pending bill,
we would secure $225,000,000 of ad-
ditional revenue. If we defeat the
amendment offered by the Senator from
Ohio [Mr. BurtoN] and begin to remove
this privilege, the time will come when
those who are sweating to pay the inter-
est and the principal upon this gigantic
indebtedness will be relieved by reason
of this tax exemption having been
withdrawn.

I have been very much surprised to
hear ardent advocates of Federal aid for
this, that, and the other thing rise on
the floor of the Senate and say that the
proposal contained in the committee
amendment is an assault upon the rights
of the States. Yesterday, one Ssnator
who, like myself, is an ardent advocate
of Federal aid for vocational education,
rose on the floor of the Senate and said
that he was opposed to the committee
amendment because it would enable the
Federal Government to secure revenue
from the securities issued by his State
for the support of education.

Mr. President, I say you cannot have
your cake and eat it, too. Either the
States must assume full responsibility
for meeting all the problems which go
with modern society, or they must yield
up an obsolete, an outworn, an unjusti-
fied special privilege,

At this time, Mr. President, when the
Government is engaged in a struggle for
its very life, to have special pleaders sur-
round the corridors of the Capitol ask-
ing for a retention of special privilege is
discouraging to me, This is a time when
municipalities, counties, and States are
no longer burdened by the problems of
unemployment, and, therefore, they are
no longer in the position where they must
utilize their resources for vast public im-
provements. On the contrary, the Fed-
eral Government is shouldering the full
cost of putting in the utilities for the
vast defense housing program which is
being constructed, part of which is per-
manent in character, and is being built
by private enterprise, and which will
inure to the benefit of the communities
in which it is being built. For them to
come here and attempt to overwhelm the
Congress by their concerted drive
against this proposal is to me a shocking
indication that even in this dire hour of
the Nation’s necessity selfish interests
and those who desire to retain special
privilege are not conscious of the situa-
tion which confronts the people and their
Government.

I said in connection with another
amendment, and I venture to repeat it
now, that we are in the most desperate
fiscal and financial erisis that any nation
in the written history of the world has
ever faced. It is no answer, Mr. Presi-
dent, to say that a particular amendment
will raise only $225,000,000, or that it will
raise only $150,000,000. I recognize that
as against the vast expenditures which
we are making, any particular amend-
ment may seem to shrink into insignifi-
cance, but if we follow that rule, we will
never in the aggregate adopt a suffi-
ciently heavy tax program to enable the
Government to weather the fiscal storm
and to maintain its credit. We must
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have the courage to strike down these
special privileges, not only for the pur-
pose of removing them as special priv-
ileges, but also for the purpose of
strengthening the fiscal program of the
Government for a long and desparate
war.

There are today approximately $20,-
000,000,000 of tax-exempt securities out-
standing. Under the existing law the
Government is losing an estimated $184,-
000,000. Under the rates in the present
bill the income loss will be $225,000,000
a year. This is a large slice of income,
and if the Burton amendment is defeated,
and the principle of the Senate com-
mittee is adopted, ultimately the tax-
payers of this country, who are forced to
pour their hard-earned dellars into the
Treasury, will be assisted by those who
are escaping their fair share of taxes
because of the tax-exemption privilege
these bonds have.

Mr. President, I wish to point out also
that as the income-tax rates have risen,
the statistics of the Treasury Depart-
ment show that those in the upper brack-
ets have been accumulating more and
more of their income from this tax-
exempt source.

In this connection I point out that in
1928, net estates over $100,000 and under
$200,000 had only 1.6 percent in tax-
exempt securities income. In 1940 that
income had risen to 3.1 percent.

In 1928 estates of $1,000,000 and over
derived 6.2 percent of their income from
tax-exempt securities. By 1940 that fig-
ure had risen to 15.1 percent.

These are the most recent fizures oh-
tainable, but I venture the assertion that
if we could know what they are tcday
under present tremendously increased
rates, we would find that this tendency
of the rich and those in the upper
brackets to accumulate more and more
of these securities has gone on apace, and
with the constantly rising tax rate, un-
less we check this privilege, the situation
will become all the more aggravated.

Mr. President, it has been said here
that one cannot cite the cases of a few
individuals and prove any theory. I hold
in my hand a table appearing in the
hearings of the House commitiee. The
table shows the incomes of 25 individuals.
It shows the total amount of their in-
comes. It shows the total amount of
income derived from tax-exempt securi-
ties, and it shows their savings under the
rates proposed by the Treasury. I shall
read only a few of these items at random,
but I do not think they are untypical of
those with large incomes.

Let me say, before I quote from this
table, in response to the arguments ad-
vanced by the Senator from Wyoming
[Mr, O'MaroNEY] that for the very rea-
son that a large part of the percentage of
the national income is in the lower
brackets, we should remove the tax-
exemption privilege from those who are
in the upper brackets. Otherwise that
portion of the lcad is dumped on those
with the least ability to carry the burden.

Individual No. 1 has State and local in-
terests amounting to $221,000. His tax-
able net income from other sources is
$601,000. His total income is $823,800.
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The revenue loss to the Treasury from tax
exemption under the rates proposed is
$195,000.

Individual No. 8 in the table has State
and local interests of $820,000. He has
taxable net income of $835,000. He has
a total income of $1,656,000. His tax-
exempt interest is $605,000. His taxable
interest is $1,251,000. The revenue loss
from the tax exemption is $646,000.
Under the bill as reported from the com-
mittee the revenue loss would be $722,000.

Individual No. 21 on the list has State
and local interests amounting to $1,083,-
000. His taxable net income from other
sources is $4,321,000. His total income
is $5,405,000, His tax-exempt interest
is $3,380,000. His taxable interest is $4,-
251,000. The revenue loss from the tax
exemption is $871,000. The revenue loss
under the bill as reported from the com-
mittee would be $953,000.

Mr. LEE. Mr. President, will the Sen-
ator yield?

Mr. LA FOLLETTE. 1 yield.

Mr. LEE. Does the argument that the
principle is minimized because there are
only a few of such 1nequities appeal to
the Senator?

Mr. LA FOLLETTE. Mr, President, I
have just said that, on the contrary, the
very fact that there are relatively few
cases is more reason for removing the
exemption.

The exemption amounts to a consider-
able sum of money, for the Treasury has
estimated that under the rates proposed
by the Finance Committee, if we were to
tax the income derived from so-called
tax-exempt securities, we would secure
an additional amount of $225,000,000 a
year. That is not *hay” in anybedy’s
language, regardless of the deficit which
we face.

Mr. President, I ask unanimous con-
sent that the two tables to which I have
referred, together with the appendix fol-
lowing the statement of my individual
views, be incorporated in the Recorp at
the conclusion of my remarks.

The PRESIDING OFFICER. Without
objection, it is so ordered.

(See exhibits A, B, and C.)

Mr, LA FOLLETTE. Mr. President,
we have not hesitated to interfere with
the lives of individuals in this war. We
have exercised the plenary power which
government possesses. We have reached
into every home in America, and by the
long arm and power of the Government
we have taken the flower of the young
manhoed of America and put it into uni-
form. We are sending it overseas to die
on foreign shores, on 42 fronts. Did we
inquire, Mr, President, whether we were
taking any privileges away from those
young men? We did not. We assured
them, however, that they were being sent
abroad to fight for the fundamental prin-
ciples upon which this Government was
predicated. Those principles include the
principle of equality among men.

I do not wish to have anything I say
seem invidious; but today I have heard
legalistic arguments about whether we
have the right to eliminate this special
privilege or not, in the face of an opinion
by the Assistant Attorney General of the
United States, an opinion by the General
Counsel of the Treasury Department, and
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opinions rendered by able Members of
this body to the effect that we do have
the power.

Mr, President, there may be doubt in
the minds of some upon this question.
There is none in my own mind. I have
always believed that the sixteenth
amendment struck down the Pollock case
for good. Be that as it may, let us
assume that one takes the other position.
If he is fair-minded at all he must admit,
it seems to me, that there is a grave ques-
tion of constitutional power involved.
If so, let us resolve it in favor of striking
down special privilege when we are tak-
ing the lives of young men to defend this
Nation, Let us permit the Supreme
Court to decide this question, rather than
conduct a legalistic argument here.

Mr. President, I speak with feeling.
I hope that I am not exceeding the
bounds of propriety in debate, but I feel
deeply on this question. I feel deeply
because I think the time has come, if
this democracy is to survive, when we
must demonstrate that we have the cour-
age to strike down special privilege at a
time when young men by the millions
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are about to be asked to die for the
preservation of this Government. Do
you think the young man coughing up
his guts on the Sahara Desert feels that
he is getting a square deal when one man
can get $750,000 of tax exemption from
a special privilege?

Mr. President, I fear this will be a long
war. The question of the morale of the
people will ultimately determine whether
or not this Government survives. The
only way we can maintain morale when
the casualty notices descend upon the
homes of America like snow in a Montana
blizzard is to maintain equality of sacri-
fice so far as it is humanly possible under
the circumstances.

I will give up anything I have in this
world to maintain democracy, to main-
tain this Government, and I think the
young men of this country are ready,
willing, and anxious to give up every-
thing they have. However, in all fair-
ness they should know that those who
are here on the home front—the soldiers
of democracy in positions of power—have
the courage to insist that in this war
there shall be equality of economic sacri-
fice as well as of flesh and blood.

ExHIBIT A

TasLe No. 2—State and local government securities as a percent of gross estate, by size
classes of u_et estate, estate tax returns filed in 1928-40

Net estate ! (in thousands of dollars)

a1 { T 100 nnder | 200 under | 300 under | 500 under | 1,100 and
A lliog year 200 300 500 1,100 % over
State and local government securities as percent of gross estate ¥
Percent Percent Percent Percent Percent
28l e S R s R e L6 2.3 2.7 4.3 8.2
1.6 1.8 2.2 4.5 (8]
1.4 2.4 3.0 3.6 7.3
1.9 2.5 4.2 4.8 9.2
. 22 2.6 5.0 8.3 13.3
2.9 5,1 .6 11.2 21.9
3.4 4.4 5.8 10.0 23.0
3.6 57 6.7 1L0 14.4
8.0 5.4 6.3 82 12.5
3.1 5.3 5.7 9.2 114
T35 e e - e MR S 2.9 4.4 53 8.0 16,1
830 o e e e e St i 8.2 4.4 7.1 1.6 =27
1940 ... S e o o o i i e e %l 3.6 |° 6.2 8.8 15.1
1 Before specific exemption.
# Includes securities of Territories and insular possessions.
4 Gross estate includes tax-exempt insurance.
Source: Compiled from Statistics of Income,
ExumsiT B
TasrLe No. 4—Tax liability assuming interest from State and local government securities
(e¢) taz-exempt and (b) larable under present and proposed individual income-tar rates,
jor 25 selected indwiduals
[Tn thousands of dollars]
Present rates Proposed rateg?
Taxable
State net - BTy =
Case 1%1‘1‘&] il}fg]l’_.’!le TE-E.’;];]. in- Tax liability Revenie Tax liability s
H 2 loss from loss from
interest | other Cag e riz S
sourees ! Interest | Interest | oo | Interest | Interest | o et
cxempt | taxable L exempt | taxable | “HPHO
221.9 6019 8§23.8 424.2 595. 7 171. 6 504. 4 699, 6 105.3
236.2 207.9 444.1 126 4 2012 1748 157.0 304, 9 207. 9
200, 4 148.9 406, 3 87.0 276, 8 189, 8 106, 2 354, 9 2286
230,9 | 1,337.5 | 1,568.4 909.2| 1,18L6 182.4 | 1,15L1| 1,354.3 2082
226,9 1,08L0 1,307. 9 T06. 8 975. 8 179, 2 925.3 1,125.0 199. 7
215.0 147.8 3628 83. 6 2418 158, 0 105, 4 264.0 188, 6
249, 5 144, 2 493, 7 82,6 339. 6 257.0 101. 1 407.9 306. 8
820.7 £35.6 | 1,656.3 6050 1,256 466 710.0 | 1,432.2 722.2
162.7 240.8 412.5 158.1 279, 2 1211 184. 5 837.7 143. 2
481 7 2751 626, 8 175, 9 42,7 206. 8 216. 2 626.7 300, &
330, 7 873. 6 T04.3 249.9 603, 0 253, 1 303.5 594. 6 2010
70 765, 1 1,548.1 549. 4 1,157.7 €08, 3 £47. 4 1,327.6 6802
668, 7 306, 9 074, 6 198, 6 712.8 514.2 243.3 H3L7 588. 4
817.4 285.9 1 1,106.3 180.6 817. 2 630, 6 220.0 48,2 718.3

1 Exclusive of net long-term capital gains and losses.
* As includéd in Senate Finance Committee version of H.

R. 7378, Victory tax excluded.
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TapLe No. 4—Tax liebility assuming interest from State and local government securities
(a) tar-exempt and (b) tazeble under present and proposed individual income-tazr rates,

for 25 selected individuals—Continued

|In thousands of dollars)

Present rates Proposed rates ?
Taxable
State net T
Cuasa and income | Total in- Tax lisbility SRS Tax liability Revonus
el fout e loss from 1oss from
s kol Interest | Interest | 19T | Tntorest | Interest | 1AX X

sources nterest | Interes T nterest | Interes Al
exemnpt | taxablp | S2PHOD | ‘Grampt | tavable | emption
376. 6 7.2 250, 7 563. 2 302.5 304, 7 651.9 347.3
603.0 §99. 5 423.2 653, 0 220.8 b3, 7 Tid. 6 260.9
160.1 §64. 4 .8 496, 3 800. 5 116. 0 471.4 356, 4
9151 1,231.4 €66. 8 915.8 240.0 780.0 1,058.3 278.3
278.7 5921 1792 416. 6 7.4 220.0 495, 7 275.8
135. 4 491.9 76,1 .9 261.8 94.8 407, 6 318
4,321. 4 5,405.1 3,380.3 | 4,251.3 BTLO 3,776.9 | 4,730.6 953. 7
170.7 343.3 102.2 227.2 125.0 125.3 276. 8 1616
166, 9 888, 1 9. 6 204. 5 165.0 121. 9 20, 6 168, 7
831, 7 46, 5 217.5 457.3 230.8 265. 5 542.5 277.0
218.9 643.7 136. 2 366.3 230.1 184.9 558.8 373.9
14,441.7 | 24,4111 | 10,348.8 | 17,914.1 7,566.3 | 12,088.0 | 20,857.0 8, 760.3

1 Exclusive of net long-term capital gains and losses,
# Asinclude. .n Senate Finan

Exuisir C

OPINION OF ASSISTANT ATTORNEY GENERAL
SAMUEL O. CLARK, JR., ADDRESSED TO RANDOLPH
E. PAUL

DEPARTMENT OF JUSTICE,
Washington, April 14, 1942,
Hon. Ranporr E. PauL,
Tazx Adviser to the
Secretary of the Treasury,
Washington,D.C.

Dear Mr. Paun: On June 24, 1938, Hon.
James W. Morris, Assistant Attorney General
in charge of the Tax Division of the Depart-
ment of Justice, transmitted to the Honorable
Herman Oliphant, General Counscl of the
Trezsury Department, a comprehensive study
of the constitutional aspects of the taxation
of Government bondholders and employees.
Copies of this study were also made available
to the appropriate congressional committees.

You have requested our opinion on the
constitutionality of the proposal by your De-
partment to subject to Federal income tax the
interest received hereafter on outstanding and
future issues of State and municipal bonds,
with special emphasis on legal developments
subsequent to the publication of ocur study.
‘We are pleased to comply with your request
and submit the following views.

In our earlier study we expressed the fol-
lowing conclusion:

“It is believed that there can no longer be
found in the decisions of the Supreme Court
any rule of continuing authority which would
raise a constitutional prohibition against ap-
plying the Federal income tax to State bond-
holders, officers, and employees.”

You are no doubt aware that since that
time the decislons of the Supreme Court on
the question of constitutional tax Immunity
have all served to reinforce and confirm that
conclusion. The trend toward a limitation
of such immunity, which had developed when
we published our study in 1938, has con-
tinued without interruption to the present
date.

‘We are, of course, no longer concerned with
the power of the Federal Government to tax
the income of State officers and employees.
The decision of the Supreme Court in Greves
V. New York ex rel. O'Keefe (306 U, S. 466),
and the enactment of the Public Salary Tax
Act of 1839, have removed that problem from
the field of controversy. Taxzation by hoth

‘State and Federal Governments of the salaries
of public employees is now an accepted inci-
dent of our fiscal system. The only remain-

Ing question is whether the income received

from State and municipal obligations may be

subjected to Federal taxation, In our view,
the answer is as clear and certain as the solu-

ce Committee version of H. R. 7378, Victory tax excluded.
Source: Income items from returns on Form 1040 for 1940,

tion of any legal problem can ever be prior
to a final determination of the precise issue
by the Supreme Court. It is our considered
cpinion that the Congress does have the
power to tax such income,

It is, of course, true that the Supreme
Court concluded in Pollock v. Farmers’ Loan
d& Trust Co. (167 U. 8. 429; 1568 U, 8. 601) that
a Federal tax could.not validly be imposed
upon income derived from municipal obliga-
tions. That decision was based upon the
thecry that a tax on income was a tax upon
the source from which the income was de-
rived. Thus, a tax on the income from mu-
nicipal bonds was the equivalent of a tax
upon the bonds themselves, and, therefore,
an unconstitutional burden upon the power
to borrow, However, this reasoning has been
completely discredited in later opinions of
the Supreme Court. With the destruction of
the premise of the Pollock case, its conclusion
must also fall.

“The theory, which once won a qualified
approval, that a tax on income is legally or
economically a tax on its source, is no longer
tenable * * ** gajd the Bupreme Court
in March 1939, in Graves v. New York ex rel.
O'Keefe (306 U. S, 480). Less than a year
earlier in Helvering v. Gerhardt (304 U, S.
405) the Court had sustained a Federal tax
upon the salaries received by employees of
the Port of New York Authority. The
claimed immunity, if allowed, would in the
Court’s opinion (p. 424) have imposed “to an
Inadmissible extent a restriction upon the
taxing power which the Constitution has
granted to the Federal Government.”

The imposition of a State tax upon the
salary of a Federal employee was similarly
held in the O'Keefe case not to place an un-
constitutional burden upon the employing
sovereign, Collector v. Day (11 Wall. 113),
another landmark decision like the Pollock
case, was thus overruled. The express denial
in the O’'Keefe case that a tax on income was
the equivalent of a tax upon the source rep-
resented no new thought but was rather a
reiteration of a principle which had been
applied in the Court's prior decision in New
York ex rel. Cohn v. Graves (300 U. 8. 308)
and in Hale v. State Board (302 U. 8. 95).
There, too, it had been recognized that “in-
come is not necessarily clothed with the tax
immunity enjoyed by its source.”

The opponents of the pending proposal
urge that it would produce an unconstitu-
tional “interference” with State govern-
ments. Translated into practical terms, the
interference complained of is merely the in-
creased cost of future public borrowing which
might be oceccasioned by the tax. It is sig-
nificant that this inereased cost involves no
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discriminatory burden. Rather, it represents
the effect of placing income from private and
public sources upon the same plane of
equality. The absence of any element of dis-
crimination would be helpful in sustaining
the constitutionality of the proposed tax.

Until the Supreme Court handed down its
decieion in Alabamae v. Hing & Boozer on
November 10, 1941 (314 U. S. 1), there was
room for the view that, despite the decisions
affecting public employees, a constitutional
immunity from taxation might possibly be
accorded to Government bondholders. Mr,
Justice Stone had stated in the O'Eeefe opin-
fon (p. 486) that there was no basls “for the
assumption that any * * * tangible or
certain economic burden is imposed on the
government concerned as would justify” a de-
cision that the tax upon the employee’s salary
was invalid. On the other band, it is no
doubt true that the issuing government
would bear a part of the economic burden
of an income tax imposed upon the bond-
holder. Nevertheless, this Department did
not attach to the statement of Mr. Justice
Stone the significance urged for it by those
who have opposed the legislation now sug-
gested. The recent decision in Alabema v.
King & Boogzer confirms our view. It is now
clearly established that the validity of a tax
upon bond interest will not be affected by
the increased likelihood that the economic
burden will in some measure be passed on to
the Government.

The question in the Alabama case was
whether ~n Alabama sales tax, which was to
be collected from the buyer, was unconsti-
tutional in its application to purchases made
by a contractor engaged by the United States
under a cost-plus-a-fixed-fee contract. It
wes quite clear, of course, that the entire
burden of the tax would be borne by the
Government. In fact, the Government had
agreed with the contractor that State taxes,
if valid, would constitute part of the cost of
the project and would be assumed and borne
by the Government. Hence there was no
uncertainty as to the economic effect of the
tax as in the earlier case of James v. Dravo
Contracting Co. (302 U. S. 134), which in-
volved a lump-sum contract. The Supreme
Court nevertheless sustained the State exac-
tion. In the course of its opinion the Court
made the following observation (pp. 8-9):

“8o far as such a nondiscriminatory State
tax upon the contractor enters into the cost
of the materials to the Government, that is
but a normal incident of the organization
within the same territory of two independent
taxing sovereignties. The asserted right of
the one to be free of taxation by the other
does not spell immunity from paying the
added costs, attributable to the taxation of
those who furnish supplies to the Govern-
ment and who have been granted no tax
immunity.”

Thus, the Supreme Court finally laid to
rest the theory that an economic burden in
terms of increased governmental costs in-
validates a tax. The earlier opinions in Pan-
handle Oil Co, v. Knox (277 U. 8. 218), and
Graves v. Tezxas Co, (298 U. 8, 393), were held
untenable so far as they support the contrary
conclusion.

A decision which supports State taxation
of Federal cost-plus-a-fixed-fee contractors
would operate at least equally to sustain a
Federal tax imposed upon State bondholders.
Both relationships rest upon contract; one
involves the furnishing of supplies and serv-
ices, the other money, The tax in each in-
stance would increase the cost of govern-
mental operations: In the case of the State
tax on the Federal contractor, to the full
extent of the tax exacted; in the case of the
Btate bondholders, to some extent which is
difficult of precise ascertainment. Para-
phrasing the language of the Supreme Court
in the Alabama case, we may therefore con-
clude that so far as a nondiscriminatory
Federal income tax upon a holder of 3 State
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obligation enters into the cost of borrowing,
that is but a normal incident of the organi-
zation within the same territory of two inde-
pendent taxing sovereigns,

What has been said thus far as to the power
of the Federdl Government to impose a tax
upon income received from State obligations
applies with equal force to all interest here=-
after recelved whether upon future issues or
upon cutstanding obligations. No constitu-
ticnal question as to the validity of a retro-
active tax is involved. BSee Unifed States v.
Hudson (299 U, S. 488), and cases cited there-
in. The proposed tax reaches only future
income, and is therefore entirely prospective
in operation. It posseses the same constitu-
tional validity as the income tax imposed by
the Public Salary Tax Act of 1838, upon the
inccme received after 1838 by all Federal
judges, irrespective of the date of their ap-
pointment to office.

The assumption, which was formerly prev-
alent that interest received upon State se-
curities was immune from Federal taxation,
is analcgous to the assumption of many years
standing that under Evans v. Gore (253 U. 8.
245), an income tax upon the salaries of Fed-
eral judges would be unconstitutional as a
diminution of their compensation. The sal-
arles of some Federal judges were made sub-
Jjeet to the income-tax laws by the Revenue
Act of 1932, which required that all compen-
sation received by judges taking office after
June 6, 1932, the effective date of the act, be
included in gross income. Judges who had
taken office prior to June 6, 1932, were thus
given a statutory tax immunity. In the case
of the bondholder, express statutory exemp-
tion was included in the act of October 3,
1913, and this provision was repeated in later
acts. With the realization that tax immunity
of judges who had taken office prior to June
6, 1932, was not a constitutional requirement,
the Congress, by the Public Salary Tax Act
of 1939, tock the final step to remove it. The
present proposal to tax future income of all
State securities is therefore consistent with
the procedure and objective of the Public
Salary Tax Act of 1939, A further illustra-
tion of the application of the Income-tax
laws to future income arising out of transac-
tions which were closed before the particular
taxing provision was adopted may be found
in Burnet v. Wells (289 U. B. 670). The
grantor of an irrevocable trust was there held
constitutionally taxable upon the trust in-
come although the trust had been created
before the enactment of the statute imposing
the tax.

There is no constitutional basis for con-
tending that income hereafter received upon
outstanding State bonds must be free from
Federal taxation because the obligations were
issued and purchased on that implied or ex-
pressed understanding, The Federal Govern-
ment was not a party to such contracts and
the power of the Congress to enact a revenue
measure is not fettered by any agreement
between individuals or between an individual
and a State. There are many illustrations of
this proposition. Thus, in Louisville & Nash~-
ville R. R, v. Mottley (219 U, B. 467), an act
of Congress which prohiblited the enforce-
ment of certain contracts for transportation
was upheld, although applied to a preexisting
contract. In New York v. United States (257
U. 8. 591), an order of the Interstate Com-
merce Commission which increased an intra-
state railroad rate was upheld even though
the State charter had provided that a lesser
rate should be charged by the company. See
also Norman v. B, & O. R. Co. (294 U. 8. 240) ,»

It accordingly appears that no objection on
constitutional grounds can be successfully
raised against the proposal to tax the income
hereafter received upon outstanding State
obligations. Indeed, the assistant secretary of
the Conference on State Defenss has admitted
that if Federal taxation of income arising cut
of future issues of State bonds is constitu-
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tional, “there remains no constitutional

bar to Federal taxation of the income received

from the bonds now outstanding.” (Tax Im-

munity and the Revenue Bond, by Daniel B.

Goldberg, a printed memorandum distributed

;)g; ;he Conference on State Defense, March
2)

The Department’s study of 1938, referred
to above, reached a second and alternative
conclusion that irrespective of the weakened
vitality of the Pollock case and Colléector v.
Day, there is sound basis for a construction of
the sixteenth amendment which would re-
move the immunity of the State bondholder

and officer. We there examined at length the

history of the ratification of the amendment
and presented as exhibits the evidence which
would support that conclusion. Accordingly,
we refrain from entering into that phase of
th2 problem in detail. One brief chservation,
however, seems appropriate.

At the hearings last month before the Com-
mittee on Ways and Means of the House of
Representatives, reference was made to the
fears expressed in 1910 by then Governor
Hughes, of New York, that the proposed six-
teenth amendment would authorize the texa-
tion of interest received from State and muni-
cipal ogbligations. Reference was alto made to
the subszquent assurances of Senator Root
and Senator Borah leading to the conclusion
that the amendment was adopted by the
legislatures of all the States with the views
of the latter two in mind. The statements of
Governor Hughes and of Senators Root and
Borah, and of many others, were gatherzd and
commented upon in cur study,

It is significant that a large number of
public officials (some agreeing and others dis-
agreeing with the construction placed upon
the amendment by Governor Hughes) urged
that if the Hughes constructlon was correct,
it furnished an additional ground for the
adoption of the amendment. Among these
were Frederick M. Davenport, to whom Sen-
ator Root's letter had been addressed, and
Senator Brown, of Nebraska, who was the
father of the joint resolution submitting the
amendment to the States. It is also signifi-
cant that the New York Legislature rejected
the amendment in 1010 after the message of
Governor Hughes, but ratified it subsequently
under the administration of Gov, John A,
Dix, who vigorously championed the broadest
interpretation of the amendment,

The foregoing and an abundance of similar
evidence permitted the conclusion to be
reached in our study that the preponderant
understanding of the States at the time of
the ratification of the sixteenth amendment
was that its adoption would in all probability
carry with it the power to tax the income
from State and municipal bonds.

We should like to reiterate, however, that
the constitutionality of the proposed legisla-
tion does not depend exclusively upon the ac-
ceptance of our construction of the sixteenth
amendment, namely, that the words “from
whatever source derived” mean exactly what
they say, and as so interpreted clearly em-
brace income from Government securities.
With full confidence, the validity of our con-
clusion may rest upon the baslc proposition
previously discussed that no implied consti-
tutional immunity from Federal taxation at-
taches to interest recelved from State and
municipal obligations.

Very truly yours,
SaMUEL O. CLarg, Jr.
Assistant Atltorney General.

Mr. GEORGE. Mr. President, this
question has been debated in the United
States since before 1909. Thirty-three
years ago last July the two branches of
the Congress submitted the sixteenth
amendment to the several States. Its
ratification, of course, followed. During
all the intervening years the question of
the wisdom and power of taxing State
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and municipal bonds has been before the
American people. It is a question on
which almost every American has his
opinion. He certainly has had no lack
of opinion in the press and from the
platform. The debate in this body dur-
ing the greater part of yesterday and all
of today has been of an exceptionally
high order.

Two questions were presented tu the
Finance Committee again this year, as
they were also presented to the Ways
and Means Committee of the other
House:

First, whether the income derived from
State and municipal bonds should be
taxed; second, if it were not deemed wise
or just to tax the income derived from
such bonds outstanding, should the in-
come from future issues of State and
municipal bonds be taxed?

There is a question of power; that is
quite true. It has often been debated.
I myself have in the past entertained
the view that the power of Congress to
tax income derived from State and
municipal bonds was involved in great
doubt. I now have no serious doubt that
the Supreme Court will hold that the
Congress has the power to tax income
derived from State and municipal bonds.

Mr. President, conceding the power,
the question is whether it is wise to im-
pose the tax on the income from State
and municipal bonds. That is a debata-
ble question. It is a question on which
reasonable minds may differ. I grant
that. I cannot believe that we have not
the power, and I cannot believe that it is
wrong to tax the income from State and
municipal bonds. That, to my mind,
seems to be the big question. I shall go
as far as anyone will go in trying to main-
tain the business machine upon which
the country must depend—and by that I
mean the whole business machine, from
the humblest individual to the largest or-
ganization which we permit to exist. I
shall go as far as anyone will go in main-
taining the business machine upon which
we depend, upon which we shall depand
when the war ends, and upon which the
men who are fighting must depend in
order to find a job when they return.

Mr, President, I think that is a short-
sighted policy which would break down
the business machine and which weould
let the returning soldiers find no work
and no employment, but find a peried
of stagnation through which they would
have to pass, after this war shall have
ended.

So, Mr. President, paraphrasing the
expression “Eeep 'Em Flying,” I am will-
ing to “Keep Business Trying.” It is es-
sential to the life of America to keep
business trying—that is, by giving to
business a fair treatment, although not
relieving it of its proper and fair burdens,
of course.

Looking at the matter from the broad
and national point of view, I cannot see
why the position I have just stated is not
the position which should be taken by
the National Government, by every
State, by every municipality, and by
every taxing district. It will not break
down the business machine, it will not
destroy the opportunity for men to find
jobs after the war ends and when the
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soldiers come marching home, it will not
break down the business machine, it will
not destroy it, to tax income from every
source from which men derive it; and
to do so will not break down the cities,
the States, or the municipalities, nor
will it seriously interfere with their abil-
ity to finance themselves. With taxes
as high as they are, and as high as they
must go, there must inevitably be a great
scramble to secure every outstanding
tax-exempt bond or partially tax-exempt
bond and every such bond which here-
after will be issued.

So, Mr. President, it seems to me that
whatever may have been our judgment
in the past, and however we may have
been committed to it, the proposal to
tax income derived from State and
municipal bonds issued after January 1,
1943, not only squares itself with the
principle of equity, which we like to think
underlies all democracy and is in a sense
the scul and spirit of democracy, but
prevents anyone, whether he be relatively
poor, only moderately rich, or very rich,
from finding a shelter under which he
could take refuge at a time when his
country, in sheer defense of the Ameri-
can system of free institutions and of
human liberty, is straining every nerve,
taxing to the utmost every citizen, to
find the money which, plus what we may
be able to borrow and will be able to
borrow without brezking down our eco-
nomic system, will make it possible for
us to finance ourselves through the war,

I feel that I should ask myself but
one question, and that is, Is it right to
tax the income from State and municipal
bonds? If it is right, I am willing to
let the Supreme Court say whether we
have the power, for its decisions are
sufficiently involved in doubt as to justify
me in concluding that the Court will re-
solve the doubt in favor of the validity
of such an act.

S0, Mr. President, I express the hope
that the Senate will vote down the
amendment offered by the distinguished
junior Senator from OChio. Let us stop
now at least the future issuance of State
and municipal bonds the income from
which will be exempted from our Federal
income tax.

In this hour the Federal Government
is supreme. It must always be able to
protect its revenues against possible cur-
tailment by means of bonds which may
be issued in great volume before this war
ends, or immediately upon its conclusion.

S0, I think it right to avoid the pos-
sibility of such curtailment, and I believe
that to do so will comport with the equity
about which we talk, and which all of
us really favor and support under our
system of Government.

Mr, President, I suggest the absence of
a quorum.

The PRESIDING OFFICER. The clerk
will eall the roll.

The legislative clerk called the roll, and
the following Senators answered to their
names:

Alken Bilbo Burton
Austin Bone Butler
Balley Brewster Byrd
Ball Brooks Capper
Bankhead Brown Caraway
Barbour Bulow Chandier
‘Barkley Bunker Chavez
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Clark, Idaho La Follette Reynolds
Clark, Mo, Langer Raosler
Connally Lee Schwartz
Danaher Lodge Shipatead
Davis - Lucas Smith
Downey MeCarran Spencer
Doxey McFarland Stewart
Ellender McKellar Taft

George McNary Thomas, Idaho
Gerry Maloney Thomas, Okla.
Gillette Maybank Thomas, Utah
Green Mead Truman
Guffey Millikin Tunnell
Gurney Murdock Vandenberg
Hatch Murray Van Nuys
Hayden Norris Wagner
Herring O’Daniel Wallgren

Hill O'Mahoney Walsh
Holman Overton ‘White
Johneon, Calif. Pepper Wiley
Johnson, Colo. Willis

Radeliffe
Ellgore Reed

The PRESIDING OFFICER. Eighty-
six Senators have answered to their
names. A quorum is present.

The question is on agreeing to the
amendment of the Senator from Chio
[Mr. BurToN].

Mr. GEORGE. I ask for the yeas and
nays.

The yeas and nays were ordered.

Mr, BARKLEY. Mr. President, may
we have the amendment offered by the
Senator from Ohio [Mr. BurTow] stated?

The PRESIDING OFFICER. The
clerk will state the amendment.

The Caier Crerk. It is proposed to
strike out on page 34, line 1, the words
“pefore January 1, 1843,” and beginning
on line 23, page 34, to strike out all down
to and including line 16 on page 38, as
follows:

(3) For the purposes of clause (B) of para-
graph (1) of this subsection:

(A) If the terms of an obligation issued
before January 1, 1843, the maturity of which
on the date of enactment of the Revenue Act
of 1642 (hereinafter called “enactment date”)
or the date of issue, whichever is later, is later
than December 31, 1942, are, after enactment
date, changed so as to increase the prineipal
amount or interest rate or to extend the
maturity, then such obligation thall (as to
interest accruing for any period after the date
of the change or Dacember 31, 1942, which-
ever is later) be considered as issued after
such later date.

(B) In the case of an obligation issued
after the enactment date and before January
1, 1843, such obligation shall (as to interest
accruing for any pericd after December 81,
1942) be considered as issusd after December
31, 1942, if any part of the proceeds of the
issue of which the cbligation is a part, or
if any obligation of the issue, is devoted to
the retirement or refunding of an obligation
the maturity of which on enaciment date
was later than June 30, 1843, For the pur-
poses of this subparagraph, June 30, 1943,
ghall be considered the maturity, on enact-
ment date, of an obligation the interest on
which ceases to run before July 1, 1943, by
reason of such obligation being ecalled for
redemption in accordance with the terms
therect as they existed on enactment date.

(4) For the purposes of clause (B) of para-
graph (1) of this subsection, if an obligation
is issued after December 31, 1942 (hereinafter
called “refunding obligation”), and if—

(A) The issue of which It is a part (herein-
after called “new issue') is issued for the
purpoze of refunding one or more obligations
(herelnafter called “refunded obligations');
and

{B) All refunded obligations have the same
exemption expiration date, as defined in sub-
paragraph (J); and

(C) No obligations, other than those of the
new issue, have been issued for the purpose
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of refunding any of the refunded obligations;
and

(D) The aggregate principal amount of the
new issue is not in excess of the aggregate
principal amount of the refunded obliga-
tions; and

(E) Interest on each of the refunded
obligations ceases (by reason of such obliga-
tion being called for redemption in accord-
ance with the terms thereof as they existed
on enactment date, or the date of lessue,
whichever is later) to run upon a date not
more than 7 months after the date upon
which interest on the refunding obligation
begins to run; and

(F) Interest on each of the refunded ohbli-
gations, for the period at the end of which
it ceases to run by reason of such call for
redemption, is considered as interest on an
obl'gation issued before January 1, 1943; and

(G) The refunding obligation, in its terms,
states the exemption expiration date of, and
identifies, the refunded obligations; and

(H) The interest rate on the refunding
obligations for any period ending on or be-
fore the exemption expiration date of the
refunded obligations is not higher than the
interest rate which any of the refunded obli-
gations had, or would (if such obligation had
not been called for redemption) have had,
for the corresponding period,
then the refunding obligation shall be con-
sidered as Issued before January 1, 1943, as
to so much of the interest as accrues for any
period ending before or on the exemption
expiration date of the refunded obligations,
and shall be considered as issued after De-
cember 31, 1842, as to the remainder of such
interest. For the purposes of this para-
graph—

{I) Several obligations shall be considered
as one issue, only if each is identical with all
the others in maturity, interest rate, terms
and conditions, and recitals, but the fact
that the denominations differ, or that some
are registered and some in coupon form shall
be disregarded.

(J) “Exemption expiration date" means—

(1) With respect to a refunded obligation
issued hefore January 1, 1943, the date of
maturity which the obligation had on De-
cember 31, 1942;

(11) With respect to a refunded obligation
issued after December 31, 1942, the date as
of which interest thereon would (if the obli-
gatior had not been called for redemption)
have ceased to be considered as interest on
an obligation issued before January 1, 1943.

Mr. BURTON. Mr. President, merely
that I may be sure that I understand
correctly the parliamentary situation,
and that the Senate does, I understand
that the law now provides that income
from all State and municipal securities
shall be exempt from taxation. The
commitiee proposes an amendment to
limit that exemption to those securities
which were issued or will be issued before
January 1, 1943. My amendment is to
strike out that date, and to strike out
the limitation, and therefore to leave
the situation as it is at present. If my
amendment shall be voted up, the situa-
tion will remain as it is now, and munici-
pal and State bonds will remain exempt.

The VICE PRESIDENT. The yeas
and nays have been ordered, and the

clerk will call the roll.

The Chief Clerk proceeded to call the
roll.

Mr, THOMAS of Utah (when his name
was called). I have a general pair with
the senior Senator from New Hampshire
[Mr. Brmeesl. I transfer that pair to
the senior Senator from Virginia [Mr,
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Grass], who would vote as I intend to
vote. I vote “nay.” I am advised that
if present and voting the Senator from
New Hampshire [Mr. Bringes] would
vote “yea.”

The roll call was concluded.

Mr. HILL. The Senator from Virginia
[Mr. Grass] and the Senator from Dela-
ware [Mr. HucHEs] are absent from the
Senate because of illness.

The Senator from Florida [Mr.
Anprews], the Senator from Maryland
[Mr. Typincs], and the Senator from
Montana | Mr. WHEELER] are detained on
official business.

The Senator from Georgia [Mr. Rus-
seELn] and the Senator from New Jersey
[Mr. SmaTHERS] are necessarily absent.

I announce the following pairs on the
pending question:

The Senator from Maryland [Mr.
Typives], who weuld vote “nay,” with the
Senator from North Dakota [Mr. NyEl,
who would vote “yea.”

The Senator from Montana [Mr,
Waeerer ], who would vote “nay,” with
the Senator from New Hampshire [Mr.
Tosey ], who would vote “yea.”

Mr. McNARY, The Senator from New
Hampshire [Mr., Brmces|, the Senator
from North Dakota [Mr. N¥E], and the
Senator from New Hampshire [Mr.
ToBey | are necessarily absent.

The result was announced—yeas 52,
nays 34, as follows:

YEAS—52
Austin Gerry Radeliffe
Balley Gillette Reynolds
Ball Gurney Rosler
Bankhead Hayden Schwartz
Barbour Hill Smith
Bilbo Holman Spencer
Bone Johnson, Calif. Stewart
Brewster Johnson, Colo. Thomas, Idaho
Brooks Lodge Thomas, Okla.
Bunker Lucas Tunnell
Burton McCarran Van Nuys
Butler McFarland Wallgren
caraway McEellar Walsh
Chavez MeNary White
Connally Maybank Wiley
Davis Millikin Willis
Doxey O'Mahoney
Ellender Overton

NAYS—34
Alken Green Norris
Barkley Gufley O'Daniel
Brown Hatich Pepper
Bulow Herring Reed
Byrd Kilgore Shipstead
Capper La Follette Taft
Chandler Langer Thomas, Utah
Clark, Idaho Lee Truman
Clark, Mo. Maloney Vandenberg
Dansher Mead Wagner
Downey Murdock
George Murray

NOT VOTING—10

Andrews Nye Tydings
Bridges Russell Wheeler
Glass Emathers
Hughes Tokey

So Mr., Burton’s amendment to the
amendment of the commitiee was
agreed to.

The VICE PRESIDENT. The question
recurs on the committee amendment on
page 31, beginning in line 1, as amended.

The amendment, as amended, was
agreed to.

Mr. GEORGE. Mr. President, I as-
sume that the action just taken by the
Senate will make it unnecessary to act
upon two amendments which were passed
over. The first is on page 528, “Section
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509. Taxation of obligations of United
States and its instrumentalities.” That
is a provision by which the United States
would give consent to the taxation, un-
der an income tax, of interest upon obli-
gations, and dividends, earnings or other
income from shares, certificates, stock,
or other evidence of ownership of United
States-owned corporations, and so forth.
It would also apply to the second amend-
ment passed over, beginning in line 13,
on page 531, and ending in line 13, on
page 532, which is section 510. Both
amendments were passed over, but the
action to be taken on them would seem
to be determined by the vote already
taken by the Senate. I therefore ask
that the two amendments be disposed of
today.

The VICE PRESIDENT. The question
is on agreeing fo the amendment begin-
ning in line 6, on page 528, and ending
in line 12, on page 531,

The amendment was rejected.

The VICE PRESIDENT. The cuestion
is on agreeing to the committee amend-
ment, beginning in line 13 on page 531
and ending in line 13, on page 532.

The amendment was rejected.

The VICE PRESIDENT. The next
committee amendment will be stated.

The next amendment wds, on page
298, beginning in line 1, “Section 174.
Temporary income tax on individuals.”

Mr. McNARY, Mr. President, I call
attention of the able Senator in charge
of the bill and the Democratic leader to
an understanding we had a few days ago.

Mr. GEORGE. Mr. President, I re-
member it; and if it is agreeable to the
majority leader, I suggest that the Sen-
ate now take a recess until tomorrow,

STIMULATION OF OIL PRODUCTION

Mr. O'MAHONEY. Mr. President, I
ask unanimous consent to have printed
in the body of the Recorp a telegram
which I received this morning from the
Honorable Wayne Johnson, of the War
Production Board, who sat in a hearing
of the Committee on Public Lands and
Surveys, which was considering ways and
means of stimulating the production of
oil in the United States. Mr., Johnson
has suggested a possible amendment to
the revenue act.

There being no objection. the telegram
was ordered to be printed in the REcorp,
as follows:

New YoRg, N. Y., October 7, 1942.
Hon. JosepH C. O'MAHONEY,
Senate Committee on Public Lands:

After listening to the testimony taken be-
fore your subcommittee yesterday and after
receiving a report on the testimony today, it
seemed to me that the suggestions thus far
submitted to bring about the necessary ex-
ploitation of existing prospective and un-
known deposits of oil and gas were tco gen-
eral in their application. In order to avoid a
similar threatening shortage in 1918 the Con-
gress adopted a reward for the bringing in
of new wells. To be sure the situation today
due to critical materials and changes in the
Industry make the law and regulations as
then adopted not entirely appropriate for the
present situation but it gives a guiding prin-
ciple. I wrote the regulations under the
1918 act and subsequently saw the adminis-
tration of the act work perfectly and with
modifications it could be equally or more ef-
fective today. My suggestion is: That in the
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case of mines, oil and gas wells brought into
production by the taxpayer on or after No-
vember 1, 1942, and not included in a square
surface area of 40 acres having as its center
the mouth of a well producing oil and gas
in commercial quantities the depletion al-
lowance shall be based upon the fair market
value of the property at the date brought to
production or within 30 days thereafter; such
allowance in all the above caeses to be made in
accordance with the annual production lim-
ited to the estimated life of the property
under rules and regulations to be prescribed
by the Commissioner of Internal Revenue
with the approval of the Secretary which
allowance shall not be less than the 2734
percent otherwise provided in the present
revenue act.

In the absence of a stronger shcwing than
has already been made I am cpposed to gen-
eral price increases but I do think the areas
now where production and consumption are
practically in balance and the possibility of a
ehortage is more imminent such as the Rocky
Mountain States and West Coast States that
new production obtalned after November 1,
1942, should receive a higher price due to
preater costs and as a further stimulant to
production. There is no accounting problem
really involved in such a price increase be-
cause the runs to the pipe lines are always
measured and the wells where ofl is used on
the property have settling tanks which are
gaged each day.

Neither of these proposals would affect the
Treasury's revenue because they have to do
with new prcduction so they would not im-
pair the present estimated revenue returns,
would stimulate the production of highly
critical and much needed raw materials and
preduce additional revenue as well. These
recommendations are given in brief and I
would be glad to submit a detailed and com=~
pleted written recommendation if the pro-
posals are of interest to the committee and
are not found cbjectionable by Government
agencies and Henderson as I have not bad
a chance to consult with anyone about them.

Discussion of these principles certainly can-
not harm the situation and it sesms to me
offers a tried solution without involving sub-
sidies which are difficult to administer and
general price increases which would be very
difficult to justify.

WayNE JOHNSON,

War Production Board.

EXECUTIVE SESSION

Mr. BARELEY. I move that the Sen-
ate proceed to the consideration of
executive business.

The motion was agreed to; and the
Senate proceeded to the consideration
of executive business.

EXECUTIVE MESSAGE REFERRED

The VICE PRESIDENT laid before the
Senate a message from the President of
the United States submitting several
nominations in the Army and the Army
Specialist Corps, which was referred to
the Committee on Military Affairs.

(For nominations this day received, see
the end of S@nate proceedings.)

EXECUTIVE REPORTS OF COMMITTEES

The following favorable reports of
nominations were submitted:

By Mr. McEELLAR, from the Committea
on Post Offices and Post Roads:

Sundry postmasters,

By Mr. REYNOLDS, from the Committea
on Military Affairs:

Sundry citizens for appointment in the
Army Speclalist Corps, established by an
Executive order; and

Sundry officers for appointment, by trans-
fer, and/or promoticn in the Regular Ariny,
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By Mr. EONE, from the Committee on
Patents:

Vernon I. Richard, to be examiner in
chief, Board of Appeals, United States Patent
Office; and

Ernest F. Klinge, to be examiner in chief,
Board of Appeals, United States Patent
Office.

The VICE PRESIDENT. If there be
no further reports of committees, the
clerk will state the nominations on the
calendar.

DIPLOMATIC AND FOREIGN SERVICE

The legislative clerk read the nom-
ination of George Wadsworth, of New
York, to act as diplomatic agent and
constl general of the United States of
America near the Government of the Re-
public of Lebanon, at Beirut, and near
the Government of the Republic of Syria,
at Damascus.

The VICE PRESIDENT. Without ob-
jection, the nomination is confirmed.

POSTMASTERS

The legislative clerk proceeded to read
sundry nominations of postmasters.

Mr. McKELLAR. I ask that the nom-
inations of postmasters be confirmed en
bloc.

The VICE PRESIDENT. Without ob-
jection, the postmaster nominations are
confirmed en bloc.

THE NAVY

The legislative clerk read the nomina-
tion of John H. Towers, to be vice ad-
miral for temporary service, to rank from
October 6, 1942.

Mr. WALSH. I ask that the nomina-
tion be confirmed.

The VICE PRESIDENT. Without ob-
jection, the nomination is confirmed.

The legislative clerk read the nomina-
tion of John S. McCain, to be Chief of
the Bureau of Aeronautics, with the rank
of rear admiral, for a term of 4 years,
effective upon the relinquishment of that
office by Rear Admiral John H, Towers.

Mr. WALSH. I ask that the nomina-
tion be confirmed.

The VICE PRESIDENT. Without ob-
jection, the nomination is confirmed.

THE MARINE CORPS

The legislative clerk proceeded to read
sundry nominations in the Marine Corps.

Mr. WALSH. I ask that the nomina-
tions in the Marine Corps be confirmed
en bloc.

The VICE PRESIDENT. Without ob-
jeetion, the Marine Corps nominations
are confirmed en bloe.

That completes the calendar.

Mr. BARKLEY. I ask that the Presi-
dent be immediately notified of all nom-
inations this day confirmed.

The VICE PRESIDENT. Without ob-
jection, the President will be notified
forthwith. .

RECESS

Mr. BARKELEY, As in legislative ses-
sion, I move that the Senate take a recess
until 11 ¢’clock tomorrow.

The motion was agreed to; and (at
4 o'clock and 56 minutes p. m.) the
Senate tcok a recess until tomorrow, Fri-
day, October 9, 1942, at 11 a. m.

CONGRESSIONAL RECORD—HOUSE

NOMINATIONS

Executive nominations received by the
Senate October 8 (legislative day of Octo-
ber 5), 1942:

APPOINTMENTS IN THE ARMY SPECIALIST CORPS

Leland Grisier Gardner, executive officer,
Legislative and Liaison Division, War Depart-
ment, Special Staff, £5,600.

Hugh MecKiitrick Jones, principal person-
nel procurement officer, field service, Seventh
Sarvice Command, Army Specialist Corps,
$5,600.

Melvin James Snyder, principal adminis-
trative officer, Engineer Corps, Services of
Supply, New York, N. Y., $5,600.

CONFIRMATIONS

Executive nominations confirmed by
the Senate October 8 (legislative day of
October 5), 1842:

DIPLOMATIC AND FOREIGN SERVICE

George Wadsworth, to act as diplomatic
agent and consul general of the United States
of America near the Government of the
Republic of Lebanon, at Beirut, and near the
Government of the Republic of Syria, at
Damascus.

In THE Navy
PROMOTION IN THE TEMPORARY SERVICE

John H. Towers to be vice admiral for tem-
porary service.
IN THE MARINE CORPS
PROMOTIONS IN THE TEMPORARY SERVICE, IN THE
MARINE CORPS
To be major generals
Emile P. Moses
Harry Schmidt
Ralph J. Mitchell
To be brigadier generals
Earl C. Long
Pedro A. del Valle
Francis P. Mulcahy
Louls E. Woods .
Field Harris
POSTMASTERS
CALIFORNIA
Gilbert G. Vann, Arbuckle.
Jacob Golden Land, Feather Falls.
Paul W. McGrorty, McCloud.
John Carlos Rose, Milpitas,
Robert L. Turner, Mojave.
Julia M. Ruschin, Newark.
Lindsey L. Burke, Norwalk.
Charles A. Turner, Oceanside.
Icy June Murphy, Project City.
George H. Treat, San Andreas.
Louis J. McNeill, Tuolumne.
KANSAS
Clarence O. Masterson, Wilmore.
MONTANA
Oren D. Clement, Livingston.
OREGON

Euna Pearl Burke, Astoria.

Robert H. Fox, Band.

Glen C. Smith, Independence.
Winifred G. Wisecarver, McMinnville.

DEPARTMENT OF THE NAVY

John 8. McCain to be Chief of the Bureau
of Aeronautics, with the rank of rear admiral,
for a term of 4 years.

HOUSE OF REPRESENTATIVES
THURsDAY, OCTOBER 8, 1942

The House met at 12 o’clock noon.

The Chaplain, Rev. James Shera Mont-
gomery, D. D., offered the following
prayer;

DCTOBER 8

O Lord God Almighty, help us to ac-
cept our task without bitterness or cen-
sure, to be grateful for all the privileges
we enjoy, and to face our world with con-
fidence and with an earnesy spirit. We
pray, dear Lord, for emancipation from
everything that holds men down, from
the bondage of matter, purifying our
souls as a temple, for freedom from ego-
tism, keeping before us the Christ, the
One whose character is manhoed in mag-
nitude. Grant unto us the grace to know
that life is a fleeting shadow and enable
us to discern that the true realm is in
the life of the immortal soul.

Opca the hearts of all our people to
be more bountiful, to spare themselves
less and less for the sake of others. We
pray that our country may set the exam-
ple to all the world not only in generosity
and outward prosperity but in justice
and in national honor, in nobility and
truth, so that the cause of this world
may become the cause of our Nazarene
Teacher. In His holy name. Amen.

The Journal of the proceedings of yes-
terday was read and approved.

MESSAGE FROM THE SENATE

A message from the Senate, by Mr.
Frazier, its legislative clerk, announced
that the Senate agrees to the amend-
ments of the House to bills of the Senate
of the following titles:

8.2275. An act to amend section 10 of Pub-
lie, No. 360, Seventy-seventh Congress, to
grant national service life insurance in the
cases of certain Army flying cadets and avia-
tion students who died as the result of avia-
tion aceident in line of duty between Octo-
ber 8, 1840, and June 3, 1941;

5.2679. An act to authorize the transporta-
tion of dependents and household effects of
personnel of the Navy, Marine Corps, Coast
Guard, and Coast and Geodetic Survey, inci-
dent to secret or confidential orders, and for
other purposes.

The message also announced that the
Senate disagrees to the amendments of
the House to the hill (S. 2471) entitled
“An act to amend the act entitled ‘An
Act to prevent pernicious political activi-
ties’, approved August 2, 1939, as amend-
ed, with respect to its application to
officers and employees of educational, re-
ligious, eleemosynary, philanthropic, and
cultural institutions, establishments, and
agencies, commonly known as the Hatch
Act,” requests a conference with the
House on the disagreeing votes of the
two Houses thereon, and appoints Mr.
Georce, Mr, HarcH, and Mr, Ausiin to be
the conferees on the part of the Senate.

The message also announced that the
Senate disagrees to the amendments of
the House to the bill (8. 2655) entitled
“An act to amend the Judicial Code to
authorize the Chief Justice of the United
States to assign circuit judges to tem-
porary duty in circuits other than their
own,” requests a conference with the
Hcuse on the disagreeing votes of the
two Houses thereon, and appoints Mr,
O'MaAHONEY, Mr. Comwanry, and Mr.
DanaHER to be the conferees on the part
of the Senate.

The message also announced that the
Vice President had appointed Mr, Barx-
LEY and Mr. BREwsTER members of the
joint select committee on the part of the
Senate, as provided for in the act of Au-
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